





















































Management’s Discussion and Analysis

This section of the Comprehensive Annual Financial Report of Harford County, Maryland (the County)
presents a narrative overview and analysis of the financial activities of the County for the fiscal year
ended June 30, 2010. We encourage readers to use the information presented here in conjunction with the
accompanying letter of transmittal, the basic financial statements and the accompanying notes to those
financial statements.

Financial Highlights

Government-wide:

The County’s assets exceeded its liabilities at the close of the fiscal year by $743.7 million. The
unrestricted portion of this is a negative $247.2 million and is composed of an unrestricted deficit
in the governmental activities of $361.7 million and a balance $114.5 million unrestricted in the
Water and Sewer Fund. The unrestricted deficit occurred in the governmental funds due to the
issuance of debt for public school construction, although the assets are held by the Board of
Education.

Total net assets of the County have decreased by $56.8 million, a decrease which is $55.5 million
less than the prior year decrease. Expenditures for governmental activities decreased $11.4
million, primarily in the areas of general government and education while increases in property
tax and income tax revenue contributed to the increase of $42.7 million in revenue from
governmental activities. In the business-type activities, capital contributions increased by $2.6
million and investment income decreased by $1.7 million, contributing to the $0.9 million
increase in net assets.

Fund Level:

The County’s governmental funds reported combined fund balances of $268.4 million, an
increase of $72.0 million. The greatest net change in fund balance occurred in the Capital Project
Fund, where a decrease in expenditures of $28.2 million, combined with a $10.5 million increase
in revenue contributed to the $54.1 million increase in fund balance. Approximately 75.9 percent
of the total fund balance, $203.6 million, is available to meet the County’s current and future
needs, though $173.9 million of the unreserved fund balance is designated for future use, credit
rating and other purposes.

Unreserved fund balance for the General Fund was $57.0 million, or 13.0 percent of total General
Fund expenditures. Designated fund balance of the General Fund was $48.9 million, or 85.7
percent of unreserved fund balance, leaving $8.1 million of unreserved and undesignated fund
balance in the General Fund.

The business-type operating activities revenue increased by $1.0 million or 4.1 percent and the
operating loss decreased by $1.1 million or 8.1 percent.

Long-term Debt:

The County’s total bond, note and capital lease debt increased by $156.6 million during the
current fiscal year. The increase is due to debt principal payments of $36.5 million and refunded
debt of $27.5 million offset by general obligation bond sale proceeds of $143.6 million, general
obligation refunding proceeds of $25.2 million, a note payable of $1.2 million for the purchase of
land, Water and Sewer bond sale proceeds of $50.0 million, and Water and Sewer refunding
proceeds of $0.6 million.



Overview of the Financial Statements

This discussion and analysis is intended to serve as an introduction to the County’s basic financial
statements which comprise three components: 1) government-wide financial statements, 2) fund financial
statements, and 3) notes to the financial statements. This report also contains other required and non-
required supplementary information in addition to the basic financial statements themselves.

Government-wide financial statements: The government-wide financial statements are designed to
provide readers with a broad overview of the County’s finances, in a manner similar to a private-sector
business.

The statement of net assets presents information on all of the County’s assets and liabilities, with the
difference between the two reported as net assets. Over time, increases or decreases in net assets may
serve as a useful indicator of whether the financial position and condition of the County is improving or
deteriorating.

The statement of activities presents information showing how the government’s net assets changed during
this fiscal year. All changes in net assets are reported as soon as the underlying event giving rise to the
change occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are reported
in this statement for some items that will only result in cash flows in future fiscal periods (e.g.,
uncollected taxes and earned but unused vacation leave).

Both of the government-wide financial statements distinguish functions of the County that are principally
supported by taxes and intergovernmental revenues (governmental activities) from other functions that are
intended to recover all or a significant portion of their costs through user fees and charges (business-type
activities). The governmental activities of the County include: sheriff’s office, volunteer fire and rescue,
corrections, public works, planning and zoning, landfill, economic development, agricultural preservation,
parks and recreation and general administrative services. The business-type activities of the County
include water and sewer operations.

The government-wide financial statements include not only the County, known as the primary
government, but also legally separate component units. The County has the following component units;
Board of Education of Harford County, Harford Community College, Harford County Library, and
Harford Center, Inc. Financial information for these component units is reported separately from the
financial information presented for the primary government itself. The government-wide financial
statements can be found on pages 14 to 17 of this report.

Fund financial statements A fund is a grouping of related accounts that is used to maintain control over
resources that have been segregated for specific activities or objectives. The County, like other state and
local governments, uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements. All of the funds of the County can be divided into three categories: governmental funds,
proprietary funds, and fiduciary funds.

Governmental funds Governmental funds are used to account for essentially the same functions reported
as governmental activities in the government-wide financial statements. However, unlike the
government-wide financial statements, governmental fund financial statements focus on near-term
inflows and outflows of spendable resources, as well as on balances of spendable resources available at
the end of the fiscal year. Such information may be useful in evaluating a government’s near-term
financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements. By doing
so, readers may better understand the long-term impact of the government’s near-term financing
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decisions. The governmental fund Balance Sheet including the Reconciliation to the Statement of Net
Assets and the Reconciliation of the Statement of Revenues, Expenditures and Changes in Fund Balances
of the Governmental Funds to the Statement of Activities, provide a reconciliation to facilitate this
comparison between governmental funds and governmental activities.

The County maintains six individual governmental funds, the General, Highways, Grant, Agricultural
Land Preservation, Capital Project and Parks and Recreation Fund. Information is presented separately in
the governmental fund balance sheet and in the governmental fund statement of revenues, expenditures,
and changes in fund balances for all six governmental funds.

The County adopts an annual appropriated budget for its General Fund, Highways Fund, Parks &
Recreation Fund and Agricultural Land Preservation Fund. A budgetary comparison statement has been
provided for each of the three major funds, the General, Highways and Agricultural Preservation Fund, to
demonstrate compliance with this budget. The basic governmental fund financial statements can be found
on pages 18 to 25 of this report.

Proprietary funds The County maintains two types of proprietary funds. Enterprise funds are used to
report the same functions presented as business-type activities in the government-wide financial
statements; the County’s Water and Sewer activities. Internal service funds are an accounting device used
to accumulate and allocate costs internally among the County’s various functions. The County uses
internal service funds to account for risk management and fleet management. Because these services
predominantly benefit governmental rather than business-type functions, they have been included within
governmental activities in the government-wide financial statements. The basic proprietary fund financial
statements can be found on pages 26 to 28 of this report.

Fiduciary funds Fiduciary funds are used to account for resources held for the benefit of parties outside
the government. Fiduciary funds are not reflected in the government-wide financial statement because
the resources of those funds are not available to support the County’s own programs. The accounting
used for fiduciary funds is much like that used for proprietary funds. The basic fiduciary fund financial
statements can be found on pages 29 and 30 of this report.

Notes to the financial statements The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements. The notes to
the financial statements are part of the basic financial statements and can be found on pages 34 to 87 of
this report.

Financial Analysis of the County as a Whole

The County’s net assets are divided into three categories; invested in capital assets, net of related debt;
restricted net assets and unrestricted net assets. The largest portion of the County’s net assets, $913.0
million, reflects its investment in capital assets net of depreciation (e.g. land, development rights,
buildings, machinery, equipment, infrastructure and improvements), less any unmatured debt used to
acquire those assets. The County uses these capital assets to provide services to citizens. Consequently,
these assets are not available for future spending.

Restricted net assets, at $77.9 million, are resources subject to external restrictions on how they may be
used. Accounting principles generally accepted in the United States of America direct that the difference
between total net assets and the two categories of net assets just discussed be recorded as unrestricted net
assets regardless of any negative balances that may result. Unrestricted net assets of the total primary
government are a negative $247.2 million; business-type activities have a balance of $114.5 million
unrestricted net assets while the unrestricted net assets for governmental activities are a negative $361.7
million. The major reason for negative unrestricted net assets in the governmental funds relates to the
building of schools. Counties in the State of Maryland issue debt for public school construction; however
school buildings are recorded as assets of each public school system. Although net assets, as noted
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earlier, are an indicator of a government’s overall financial condition, the issuance of debt for Board of
Education and Harford Community College construction, which increases the government’s liabilities
without the addition of corresponding assets, causes an imbalance on the Statement of Net Assets. A
$193.6 million Public Improvement Bond was issued during fiscal year 2010, $117.2 million of which
was for Board of Education capital projects and $0.4 million for Harford Community College
construction projects. In the County, assets exceeded liabilities by $743.7 million at the close of the
fiscal year.

The County’s net assets decreased by $56.8 million during the current fiscal year. The net assets of
governmental activities decreased $57.7 million during fiscal year 2010, a decrease which is $54.2
million less than the fiscal year 2009 decrease. Program expenses decreased $10.8 million from fiscal
year 2009 while general revenues, primarily property tax and income tax, increased $34.2 million and
program revenues increased $10.5 million over fiscal year 20009.

The greatest net change in revenue is in income taxes, which increased $19.8 million, or 14.5 percent
from fiscal year 2009. However, in comparing the income tax revenue for fiscal years 2009 and 2010 at
the government-wide level, it must be noted that during fiscal year 2009, the State of Maryland moved
funds from the local tax reserve trust account to their general fund to help balance their 2010 budget.
This decreased the government-wide income tax accrual by $14.8 million. Property tax revenue increased
$17.3 million, or 6.4 percent, during fiscal year 2010, contributing to the change in net assets for
governmental activities. In the business-type activities, an increase in capital contributions of $2.6
million, offset by a decrease of $1.7 million in investment earnings, have contributed to the $0.9 million
increase in net assets. The following tables summarize net assets and the changes in net assets for
governmental and business-type activities:

Harford County--Net Assets

Governmental Business-type
Activities Activities Total
2010 2009 2010 2009 2010 2009
Current & Other Assets $ 364,520,806 $ 297,043,823 $ 185,635,139 $ 173,141,416 $ 550,155,945 $ 470,185,239
Capital Assets 643,349,142 638,662,393 367,351,325 333,504,108 1,010,700,467 972,166,501
Total Assets 1,007,869,948 935,706,216 552,986,464 506,645,524 1,560,856,412  1,442,351,740
Long-term Liabilities 580,456,084 457,295565 131,774,699 91,035,264 712,230,783 548,330,829
Other Liabilities 83,617,123 76,887,316 21,321,024 16,621,164 104,938,147 93,508,480
Total Liabilities 664,073,207 534,182,881 153,095,723 107,656,428 817,168,930 641,839,309
Net Assets:
Invested in capital
assets net related debt 627,603,989 550,243,688 285,389,182 277,437,097 912,993,171 836,680,785
Restricted 77,888,816 78,842,512 - - 77,888,816 78,842,512
Unrestricted (361,696,064)  (236,562,865) 114,501,559 121,551,999 (247,194,505)  (115,010,866)
Total Net Assets $  343,796,741%  401,523,335% 399,890,741 % 398,989,096 % 743,687,482 % 800,512,431




Harford County Government-Changes in Net Assets

Governmental Business-type
Activities Activities Total
2010 2009 2010 2009 2010 2009

Revenues:
Program revenues:
Charges for Services $ 21,977,165 $ 20,262,902 $ 24,994,995 $ 24,001,673 $ 46,972,160 $ 44,264,575
Operating Grants &

Contributions 33,788,214 36,473,746 - - 33,788,214 36,473,746
Capital Grants &

Contributions 17,130,252 9,210,506 12,941,591 10,366,224 30,071,843 19,576,730
General revenues:
Property taxes 286,733,047 269,385,374 - - 286,733,047 269,385,374
Income taxes 155,948,152 136,159,443 - - 155,948,152 136,159,443
Impact fees 3,499,446 2,436,848 - - 3,499,446 2,436,848
911 Program taxes 1,684,100 1,716,446 - - 1,684,100 1,716,446
Recordation taxes 8,530,100 7,862,098 1,706,028 1,572,507 10,236,128 9,434,605
Transfer taxes 11,098,306 9,146,529 - - 11,098,306 9,146,529
Other taxes 797,931 758,931 - - 797,931 758,931
Investment earnings 5,094,195 7,883,023 2,773,806 4,488,011 7,868,001 12,371,034
Unrestricted Grants &

Contributions 132,964 100,161 - - 132,964 100,161
Miscellaneous 553,164 2,863,224 - - 553,164 2,863,224

Total Revenues 546,967,036 504,259,231 42,416,420 40,428,415 589,383,456 544,687,646

Program Expenses:
Agricultural Land

Preservation 4,249,774 5,695,097 - - 4,249,774 5,695,097
County Council 2,148,195 2,243,875 - - 2,148,195 2,243,875
Education 291,542,340 319,330,062 - - 291,542,340 319,330,062
General Government 48,547,861 51,703,093 - - 48,547,861 51,703,093
Harford Center 553,036 582,143 - - 553,036 582,143
Judicial 9,943,671 10,206,733 - - 9,943,671 10,206,733
Libraries 16,446,279 16,809,566 - - 16,446,279 16,809,566
Parks and Recreation 17,598,714 14,431,566 - - 17,598,714 14,431,566
Public Safety 96,984,770 95,086,768 - - 96,984,770 95,086,768
Public Works 74,378,929 60,809,936 - - 74,378,929 60,809,936
Health/Social Services 29,228,702 28,677,264 - - 29,228,702 28,677,264
Unallocated Debt
Interest and Other Costs 13,071,359 10,563,561 - - 13,071,359 10,563,561
Water and Sewer - - 41,514,775 40,862,648 41,514,775 40,862,648

Total Expenses 604,693,630 616,139,664 41,514,775 40,862,648 646,208,405 657,002,312

Change in Net Assets (57,726,594) (111,880,433) 901,645 (434,233) (56,824,949) (112,314,666)
Net Assets-Beginning 401,523,335 513,403,768 398,989,096 399,423,329 800,512,431 912,827,097
Net Assets-Ending $ 343,796,741 ¢ 401,523,335 399,890,741 ¢ 398,989,096 ¢§ 743,687,482 $ 800,512,431




Governmental activities: The net assets of governmental activities decreased $57.7 million during fiscal
year 2010. Total expenses decreased 1.9 percent for a total of $11.4 million. The two greatest decreases
in expenses are in Education and General Government. The Education decrease of $27.8 million can be
largely attributed to the nearing completion status of several large secondary school capital construction
projects. The General Government decrease of $3.2 million in expenses is due, in part, to the reporting of
Other Post Employment Benefits within each respective governmental function rather than solely in the
General Government function.
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Business-type activities:  Business-type activities recorded an increase in net assets of $0.9 million.
Key elements are as follows.

e The most significant increase occurred in capital contributions due largely to a $3.0 million
additional water capacity charge paid to the County by a local municipality.

e A decrease in investment income contributed to the $1.6 million decrease in non operating

income.
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Financial Analysis of the County’s Funds

As noted earlier, the County uses fund accounting to ensure and demonstrate compliance with finance-
related legal requirements.

Governmental funds The focus of the County’s governmental funds is to provide information on near-
term inflows, outflows, and balances of spendable resources. Such information is useful in assessing the
government’s financing requirements. In particular, unreserved fund balance may serve as a useful
measure of a government’s net resources available for spending at the end of the fiscal year.

As of the end of the current fiscal year, the governmental funds reported combined ending fund balances
of $268.4 million, an increase of $72.0 million in comparison with the prior year. Approximately 75.9
percent of this total amount, or $203.6 million, constitutes unreserved fund balance, which is available for
spending at the government’s discretion. The remainder of fund balance, $64.8 million, is reserved to
indicate that it is not available for new spending because it has been committed to: 1) liquidate contracts
and purchase orders of the prior period, $40.1 million; 2) for dedicated revenues, $22.1 million; 3) for
inventories, $2.0 million; or 4) for a loan receivable of $0.6 million. The reserved fund balance, at 24.1
percent of total fund balance, does not significantly affect the availability of fund resources for future use.

The General Fund is the chief operating fund of the County. At the end of the current fiscal year,
unreserved fund balance of the General Fund was $57.0 million, while total fund balance reached $79.8
million. As a measure of the General Fund’s liquidity, it may be useful to compare both unreserved fund
balance and total fund balance to total fund expenditures. Unreserved fund balance represents 13.0
percent of total General Fund expenditures, while total fund balance represents 18.3 percent of that same
amount.

The fund balance of the County’s General Fund increased by $9.9 million during the current fiscal year.
The increase is primarily due to an increase in property tax revenues of $18.1 million over fiscal year
2009, offset by a $7.2 million decrease in income tax revenue. Falling interest rates contributed to the
drop in investment income of $2.7 million. A decrease in general fund expenditures of $1.8 million over
fiscal year 2009 helped to lessen the impact of a $3.2 million decline in revenue from other agencies,
charges for services and other miscellaneous revenue. The 2010 bond sale resulted in a bond premium of
$14.4 million, an increase of $6.2 million over the fiscal year 2009 bond sale premium.

The Highways Fund has a total fund balance of $21.5 million, representing a decrease of $0.8 million
from the prior fiscal year. A decrease of $11.2 million in revenue received from the State Highway User
Tax as well as a reduction of $5.3 million in pay go transfers, contributed to the decrease in fund balance.
The Highways Fund has 82.6 percent of its total fund balance unreserved. Of this amount, 18.3 percent
is designated for credit rating purposes and future use.

The Grant Fund has a total fund balance of $8.7 million. The $4.0 million increase in fund balance over
the prior fiscal year is due primarily to an increase in grant revenues.

The Agricultural Land Preservation Fund has an unreserved fund balance of $45.5 million, an increase of
$4.8 million over the prior year. Of the unreserved fund balance, $42.0 million is designated for future
payments of principal on development rights. There were no purchases of development rights during
fiscal year 2010. This, combined with an increase of $1.0 million in transfer tax revenue and a $1.3
million increase in interest earned on long term investments, contributed to the increase in fund balance.

The Capital Project Fund has a total fund balance of $112.7 million; a $54.1 million increase over the
prior fiscal year. Recordation and transfer tax receipts increased $1.6 million and revenue from other
State and Federal agencies increased $9.9 million, which included a $5.8 million contribution to the
Harford County Detention Center expansion project. A 2010 bond sale of $143.6 million contributed to
the overall increase in fund balance. Of the total fund balance, $79.7 million is unreserved, but
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designated for future capital project expenditures. Unspent bond proceeds of $69.1 million make up 61.3
percent of the total fund balance.

Proprietary funds The County’s proprietary fund statements provide the same type of information found
in the government-wide financial statements, but in more detail. Unrestricted net assets of the Water and
Sewer Fund at the end of the year amounted to $114.5 million and unrestricted net assets of the Internal
Service Funds totaled $8.6 million. The Water and Sewer Fund net assets increased by $0.9 million while
the Internal Service Fund net assets increased by $0.5 million. Other factors concerning the finances of
the Water and Sewer Fund have been addressed in the discussion of the County’s business-type activities.

General Fund Budgetary Highlights

The final budget of the General Fund was increased by $28,885,874 over the original budget to provide
appropriation authority for the refunding bond of 2010. A one time retirement incentive for eligible
County employees increased the appropriated fund balance by $7,357,727. A supplemental appropriation
was also done to provide $30,000 in funding for the annual County farm fair. Final budget variances
from the original budget include a $2.4 million decrease in revenue from the State of Maryland for the
Board of Prisoners and $2.8 million less in investment income earned. A conservative spending policy
led to the 2.7 percent decrease in actual General Fund expenditures compared to the final budget.

Capital Asset and Debt Administration

Capital assets The County’s investment in capital assets for its governmental and business-type
activities as of June 30, 2010, amounts to $1.0 billion (net of accumulated depreciation). This investment
in capital assets includes land, development rights, buildings, improvements, machinery and equipment,
vehicles, park facilities, roads, highways and bridges and construction in process. The total increase in
the County’s investment in capital assets for the current fiscal year was 4.0 percent; a 0.7 percent
increase for governmental activities and a 10.2 percent increase for business-type activities.

The County’s Capital Assets

(Net of depreciation)
Governmental Business-type
Activities Activities Total
2010 2009 2010 2009 2010 2009
Land 233,289,372 $ 230,139,499 $ 1,973,277 $ 1,968,528 $ 235,262,649 $ 232,108,027
Development Rights 108,566,236 106,957,627 - - 108,566,236 106,957,627
Construction in Process 115,380,355 116,547,081 69,112,404 36,474,645 184,492,759 153,021,726
Buildings 52,631,658 51,883,975 81,111,989 80,076,124 133,743,647 131,960,099
Improvements 15,247,214 16,320,137 211,230,340 210,980,476 226,477,554 227,300,613
Equipment 6,690,489 10,202,388 3,123,286 2,956,154 9,813,775 13,158,542
Vehicles 16,357,455 18,421,667 800,029 1,048,181 17,157,484 19,469,848
Infrastructure 95,186,363 88,190,019 - - 95,186,363 88,190,019
Total 643,349,142 $ 638,662,393 $ 367,351,325 $ 333,504,108 $ 1,010,700,467 $ 972,166,501




Major capital asset events during the current fiscal year included the following:

e The Harford County Detention Center is undergoing a 288 bed expansion for medium security
inmates. During fiscal year 2010, $1.7 million of the $32.0 million appropriated for the project
was spent. Appropriation for the project was increased from $29.3 million to $32.0 million. Total
project expenditures to date are $30.5 million.

e The Abingdon Water Treatment Plant Expansion project is nearing completion. Total
appropriation was reduced during fiscal year 2010 from $81.4 million to $74.4 million. During
fiscal year 2010, $35.9 million was spent for total expenditures to date of $51.5 million. The
project will allow for an increase in the existing capacity of the water treatment plant from 10mgd
to 20mgd as well as provide enhancements to plant safety and reliability.

e The Harford Waste Disposal Center project received an additional appropriation of $7.1 million
during fiscal year 2010 for the permitting, engineering and construction of landfill cells, gas
control and leachate management. Total project cost is estimated to be $51.8 million. During
fiscal year 2010, $8.0 of the $20.4 million appropriation received to date was spent.

Additional information on Harford County’s capital assets can be found in Note 4C, pages 55 and 56 of
this report.

Education Capital Expenditures:

Board of Education and Community College projects made up 49.0 percent of the fiscal year 2010 Capital
Budget. Some of the major expenditures were:

e The Bel Air High School Replacement Project has a total projected cost of $78.2 million. During
fiscal year 2010, $10.6 million of the total appropriation was spent, increasing total project
expenses to $75.5 million. Appropriation for the project was increased during fiscal year 2010
from $70.9 million to $78.2 million.

e The Deerfield Elementary School Modernization project has a total projected cost of $36.2
million. During fiscal year 2010, $4.2 million appropriation was added to the project for total
appropriation to date of $23.6 million. The project provides for the replacement of the facility,
originally constructed in 1963. During fiscal year 2010, $9.7 million was spent for total
expenditures to date of $21.1 million.

e The Edgewood High School Replacement Project received additional appropriation of $37.2
million during fiscal year 2010 for total appropriation to date of $83.5 million. During the current
year, $31.9 million was spent, bringing total project expenses to date to $70.8 million. The total
projected cost for the on-site replacement and expansion of Edgewood High School, originally
constructed in 1954, is estimated at $89.9 million.

Long-term debt At the end of the current fiscal year, the County had total debt outstanding of $635.1
million. Of this amount, $128.4 million is considered self-supporting debt, funded through various
surcharges and assessments related to the operation of the water and sewer systems of the County. Also
considered self-supporting are $57.1 million in installment contracts to purchase easements for
agricultural land preservation, payable from special revenue funds supported through one-half of one
percent of the transfer tax levy.
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The County’s Outstanding Debt

Bonds, Notes and Capital Leases

Governmental Business-type
Activities Activities Total

2010 2009 2010 2009 2010 2009

General Bonded

Debt $ 482,305,858 $ 359,657,595 $ 128,242,149 $ 88,110,699 $ 610,548,007 $ 447,768,294
Notes Payable 9,582,561 10,181,999 36,089 71,406 9,618,650 10,253,405
Capital Leases 14,801,760 20,325,902 134,150 197,564 14,935,910 20,523,466

$ 506,690,179 $ 390,165496 $ 128412388 $ 88,379,669 $ 635102567 $ 478,545,165

The County’s total debt increased by $156.6 million, 32.7 percent, during the current fiscal year. For the
governmental activities, total debt increased $116.5 million due to a general obligation bond sale of
$143.6 million, a refunding bond of $25.2 million, and a note payable of $1.2 million off set by principal
payments and reductions of $26.6 million and $26.9 million debt refunded. In business-type activities,
debt principal payments and reductions of $9.9 million and $0.6 million debt refunded were offset by a
general obligation bond sale of $50.0 million, and a refunding bond of $0.6 million.

During fiscal year 2010, the County received an upgrade in its bond rating by two rating agencies. Fitch
assigned a “AAA” rating and Moody’s Investor Service assigned a “Aaa” rating to the 2010 General
Obligation Bonds, the highest ratings for both agencies. The rating from Standard and Poors Corp.
remains unchanged at “AA+.”

State statutes limit the amount of general obligation debt a government entity may issue up to 15.0
percent of its net assessed valuation of personal and corporate property plus 6.0 percent of the net
assessed valuation of real property. The current debt limitation for the County is $1.8 billion, which is
significantly in excess of the County’s outstanding general obligation debt.

Additional information on the County’s long-term debt can be found in note 4F on pages 61 to 71 of this

report.

Economic Factors and Next Year’s Budgets and Rates

Property tax revenues for fiscal year 2011 have been set to the constant yield rate and the County
Real Property Tax Rate has been decreased from $1.064 to $1.042 per $100 of the assessed
valuation. The taxable assessable base for the County continues to show increases in value, but
due to a slowing of the economy, the growth rate for fiscal year 2011 is projected to be 1.7
percent. Net property tax receipts recorded in the General Fund for fiscal year 2011 are expected
to grow by 1.87 percent over those projected for fiscal year 2010. Despite the reduction in the
property tax rate, tax revenues are projected to grow, although at a slower rate, as State
assessment increases are phased in over a three year period.

Income tax revenues are projected to decline over the previous year due, in part, to rising
unemployment, a slowdown in the overall economy, carryover capital losses, and a decrease in
consumer spending which limits the growth of taxable income. These factors are projected to
lower the County’s income tax receipts by $5.7 million. As a result, income tax receipts are
projected to decline by 3.67 percent for fiscal year 2011.
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e Recordation tax is imposed, by State law, on every instrument of writing recorded with the Clerk
of the Circuit Court. Revenues from recordation tax are budgeted at $17.3 million for fiscal year
2011, an increase of 8.0 percent over fiscal year 2010 collections of recordation tax. A slight
increase in home sales, combined with foreclosure activity, have contributed to the anticipated
increase.

e The Board of Education is being funded at $214.1 million, an increase of 1.5 percent over fiscal
year 2010 in order to meet the Maryland State required Maintenance of Effort funding law. The
Board of Education fiscal year 2011 capital budget contains thirty seven planned projects totaling
$24.9 million. Of the total General Fund debt service budget, 56.5 percent is allocated for school
debt.

o For fiscal year 2011, Harford Community College is funded at $1.0 million less than fiscal year
2010. For fiscal year 2011, the State of Maryland reduced its funding for the College,
temporarily removing the maintenance of effort requirement for the County funding of the
College.

These and other economic factors were considered when preparing the fiscal year 2011 General Fund
budget. The General Fund budget increase of $8.2 million over fiscal year 2010 was necessitated by debt
service requirements which have grown by over $12.3 million. Over 75 percent of this increase is for
Board of Education construction projects. In anticipation of revenue shortfalls, expenditures have been
carefully monitored and trimmed during the past two fiscal years. Expenditures for fiscal year 2011 will
continue to be tightened and trimmed where possible. Since 2008, the County workforce has been
reduced from 1,413 to 1,225, a 13.3 percent reduction. This reduction, when combined with staffing
changes brought about by the retirement incentive program, has resulted in a $3.0 million decrease in
salary costs for fiscal year 2011.

There are no new taxes to fund the fiscal year 2011 budget. The income tax rate of 3.06 percent is
unchanged. The real property tax rate, as mentioned earlier, was lowered from $1.064 to $1.042 per $100
of assessed value. The Homestead Tax Credit rate was lowered from 10 percent to 9 percent for Harford
County for fiscal year 2009 and will be lowered in fiscal year 2011 to 5 percent.

The Water and Sewer Fund rates will decrease by .4 percent for fiscal year 2011. The Water and Sewer
rates affect both residential and industrial consumers by adjusting rates to the change in the Consumer
Price Index each fiscal year. Fiscal year 2011 will be the first year since the CPI adjustment factor went
into effect in 1995 that the rates will be decreased.

Requests for Information

This financial report is designed to provide a general overview of the County’s finances for all those with
an interest in the government’s finances. Questions concerning any of the information provided in this
report or requests for additional financial information should be addressed to the Office of the Treasurer,
Harford County Government, 220 S. Main Street, Bel Air, Maryland, 21014.

The County’s component units issue their own separately audited financial statements. These statements

may be obtained by directly contacting the component unit, contact information can be found on page 34
of this report.
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HARFORD COUNTY, MARYLAND
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2010

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. FINANCIAL REPORTING ENTITY

Harford County Government (the County) was formed in 1773. Under home rule, as approved during 1972, the
County is governed by an elected County Executive and a seven-member County Council, with each serving
separate executive and legislative functions. The accompanying financial statements include various agencies,
departments, organizations and offices which are legally part of Harford County (the Primary Government) and
the County’s Component Units. The Primary Government’s major operations include health and social services,
public safety, public works, parks and recreation, road and highway administration, agricultural preservation and
general administrative services. Harford Community College, Board of Education of Harford County, Harford
County Library and Harford Center, Inc. are legally separate organizations included as component units.

Component units have been included within the financial reporting entity using a discrete presentation. The
component units do not provide services entirely, or almost entirely, to the County nor are any of the governing
boards substantially the same. Discrete presentations in the combined financial statements are created with
separate columns for the individual component unit in the government-wide financial statements (see note below
for description and for the specific factors that led to the inclusion in our financial statements) to emphasize that
it 1s legally separate from the government.

Harford Community College — Operates the community college in Harford County. The College receives
the major portion of its funding from Harford County Government and cannot issue debt or levy taxes.

Board of Education of Harford County — Operates all public schools (grades K through 12) within Harford
County. The Board of Education receives the major portion of its funding from Harford County
Government and cannot issue debt or levy taxes.

Harford County Library — Operates all public libraries within Harford County. The Library receives the
major portion of its funding from Harford County Government and cannot issue debt or levy taxes.

Harford Center, Inc. — Operates a rehabilitation center for disabled individuals in Harford County. The
Harford Center is partially funded by Harford County Government appropriations under Maryland State
law. The Harford Center’s 15 members of the Board of Directors are appointed by the County Executive.

Complete financial statements of individual component units can be obtained from their respective
administrative offices listed below:

Harford Community College Board of Education

401 Thomas Run Road of Harford County

Bel Air, Maryland 21015 102 8. Hickory Avenue
Bel Air, Maryland 21014

Harford Center, Inc. Harford County Library

4 North Earlton Road 1221 A Brass Mill Road

Havre de Grace, Maryland 21078 Belcamp, Maryland 21017
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HARFORD COUNTY, MARYLAND
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2010

NOTE 1-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

B. GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

The Government-wide Financial Statements: The statement of net assets and the statement of changes in net
assets, report information on all activities of the primary government and its component units, excluding
fiduciary funds. The effect of interfund activity, such as transfers between funds, has been removed from these
statements to minimize the double counting of internal activities. Governmental activities, which normally are
supported by taxes and intergovernmental revenues, are reported separately from business-type activities, which
rely to a significant extent on fees and charges for support. Likewise, the primary government is reported
separately from certain legally separate component units for which the primary government is financially
accountable or for which their relationship with the County is of such significance that exclusion would cause
the County’s financial statements to be misleading.

The statement of activities demonstrates the degree to which the direct expenses of a given function or segment
are offset by program revenues. Direct expenses are those that are clearly identifiable with a specific function or
segment. Program revenues include 1) charges to customers or applicants who purchase, use, or directly benefit
from goods, services, or privileges provided by a given function or segment and 2) grants and contributions that
are restricted to meeting the operational or capital requirements of a particular function or segment. Taxes and
other items not properly included among program revenues are reported as general revenues.

Fund Financial Statements: Separate financial statements are provided for governmental funds, proprietary
funds, and fiduciary funds, even though the latter are excluded from the government-wide financial statements.
Major governmental funds and enterprise funds are reported as separate columns in the fund financial
statements.

C. MEASUREMENT FOCUS, BASIS OF ACCOUNTING, AND FINANCIAL STATEMENT
PRESENTATION

The government-wide, proprietary, and fiduciary fund financial statements are reported using the economic
resources measurement focus and the accrual basis of accounting, with the exception of agency funds, which
have no measurement focus. Revenues are recorded when earned and expenses are recorded when a liability is
incurred, regardless of the timing of related cash flows. Property taxes are recognized as revenues in the year for
which they are levied. Grants and similar items are recognized as revenue as soon as all eligibility requirements
imposed by the provider have been met.

Governmental fund financial statements are reported using the current financial resources measurement focus
and the modified accrual basis of accounting. Revenues are recognized when they become susceptible to
accrual—that is, when they become both measurable and available. Revenues are considered to be available
when they are collectible within the current period or soon enough thereafter to pay liabilities of the current
period. For this purpose, the government considers revenues to be available if they are collected within 60 days
of the end of the current fiscal period. Expenditures generally are recorded when a liability is incurred, as under
accrual accounting. However, debt service expenditures, as well as expenditures related to compensated
absences and claims and judgments, are recorded only when payment is due. General capital asset acquisitions
are reported as expenditures in governmental funds. Proceeds of general long-term debt and capital leases are
reported as other financing sources.
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HARFORD COUNTY, MARYLAND
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2010

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

Property taxes, income taxes, state shared tax revenues, and interest associated with the current fiscal period are
all considered to be susceptible to accrual and so have been recognized as revenues of the current fiscal period.
Only the portion of special assessments receivable due within the current fiscal period is considered to be
susceptible to accrual as revenue of the current period. All other revenue items are considered to be measurable
and available only when cash is received by the government.

The government reports the following major governmental fimds:

The General Fund is the government’s primary operating fund. It accounts for all financial resources of
the general government, except those required to be accounted for in another fund. For the
County, the General Fund includes such activities as public safety, education, and recreation
SErvices.

The Highways Operating Fund accounts for dedicated revenues that are legally restricted to the
maintenance, care, and repair of roads and bridges located outside the boundaries of the three
incorporated municipalities in Harford County, all expenses of the County Department of Public
Works concerning county highways, all expenses of the County and/or Sheriff's Office
regarding traffic patrol and highway safety and County-related transportation expenses.

The Grants Fund accounts for the receipt, appropriation and expenditure of federal, state, and private
monies in accordance with Harford County Charter, Article V.

The Agricultural Land Preservation Fund accounts for dedicated transfer tax revenues and provides for
easement purchases of County agricultural land.

The Capital Project Fund accounts for financial resources to be used for the acquisition or construction
of major capital facilities of all major and non-major governmental funds.

The government reports the following major proprietary fund:

The Water and Sewer Fund accounts for the operation, maintenance, administration, and engineering of
public water and sewer facilities.

Additionally, Harford County Government reports the following additional fund types:
Internal Service Funds:
Self-Insurance Fund:
This fund was established to account for the County’s self-insurance program, which covers all
County government agencies.
Fleet Management Fund:

This fund was established to account for the County’s fleet management program, which is
responsible for the procurement and maintenance of the County’s motor fleet.
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HARFORD COUNTY, MARYLAND
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2010

NOTE 1 -~ SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

Pension and Other Employee Benefit Trust Funds:

Sheriff’s Office Pension System,
This trust fund was established to account for the pension system of certain law enforcement
and correctional employees of the Office of the Sheriff of Harford County.

Firemen's LOSAP;
This trust fund was established to account for the pension system for the volunteer fire
personnel serving the various independent volunteer fire companies in the County,

OPEB (Other Post Employment Benefits);
This trust fund was established to account for the County’s other post-employment benefits; the
trust fund will act as a funding mechanism for the employers cost of retiree benefits.

Private Purpose Trust Funds are used to account for resources legally held in a trustee capacity and
are comprised of’

Revolving Loan Fund;

This private purpose trust fund was established in February 1998. This account, joined with
funding from several local lending institutions, provides loans to credit-worthy businesses
unable to obtain financing through traditional sources due to limited equity, collateral or
marginal cash flow and serves as an alternative incentive offered by the County to attract,
expand or retain a small business by extending below market rates and favorable terms.

BVL Cooperating Parties Group;

This private purpose trust fund was established in September 1996 to account for revenues
collected from potentially responsible parties for the purpose of undertaking the design and
construction of the remedial systems deemed necessary at the Bush Valley Landfill Site.

Bar Library Trust Fund;

The Bar Library private purpose trust fund was established in 1999 to account for all
expenditures associated with the operations of the Bar Library of the Circuit Court of Harford
County. Fines and appearance fees provide the source of revenues.

Agency Funds are resources held in a purely custodial capacity and are comprised of:

Pass-Through Grants;

This fund accounts for financial assistance received from other governments and transferred to
another government, individual, not-for-profit or other organization. Harford County
Government serves as an agent with little or no discretion in determining how the assistance
will be used.
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HARFORD COUNTY, MARYLAND
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30,2010

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

Harford County Public Entities Healthcare Consortium,

This fund was established to account for a rate stabilization reserve fund created for the Harford
County Public Entities Healthcare Consortium. The consortium was formed for the purpose of
pooling resources to purchase health insurance thereby reducing administrative expenses.
Harford County Government serves as an agent with little or no discretion in determining how
the funding will be directed.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989, generally are
followed in the government-wide, the proprietary and the fiduciary fund financial statements to the extent that
those standards do not conflict with or contradict guidance of the Governmental Accounting Standards Board.
Governments also have the opfion of following subsequent private-sector guidance for their business-type
activities and enterprise funds, subject to this same limitation. The government has elected not to follow
subsequent private-sector guidance.

As a general rule the effect of interfund activity has been eliminated from the government-wide financial
statements. Exceptions to this general rule are payments-in-lieu of taxes and other charges between the water
and sewer function and various other functions of the government. Elimination of these charges would distort
the direct costs and program revenues reported for the various functions concerned,

Amounts reported as program revenues include 1) charges to customers or applicants for goods, services, or
privileges provided, 2) operating grants and contributions, and 3) capital grants and contributions, including
special assessments. Internally dedicated resources are reported as general revenues rather than as program
revenues. Likewise, general revenues include all taxes.

Proprietary funds distinguish operating revenues and expenses from non-operating items. Operating revenues
and expenses generally result from providing services and producing and delivering goods in connection with a
proprietary fund’s principal ongoing operations. The principal operating revenues of the Water and Sewer Fund
are charges to customers for sales and services. The principal operating revenues of the Self-Insurance Fund are
budget allocations from contributing County programs. The principal operating revenues of the Fleet
management Fund and operating expenses for the Water and Sewer Fund include the cost of sales and services,
administrative expenses, and depreciation on capital assets. Operating expenses for the Self Insurance Fund
include insurance claims and expenses. Operating expenses of the Fleet Management Fund include ail revenues
and expenses not meeting this definition are reported as non-operating revenues and expenses.

When both restricted and unrestricted resources are available for use, it is the government’s policy fo use
restricted first, and then unrestricted resources as they are needed.
D. ASSETS, LIABILITIES AND NET ASSETS OR EQUITY

a. POOLED CASH AND INVESTMENTS
The County operates a cash and investment pool for all funds of the Primary Government. Each fund has been
allocated its respective share of pooled cash and investments as reflected in the fund financial statements as

“equity in pooled cash and investments.” In addition to participating in the County’s cash and investment pool,
each fund may maintain their own separate cash and investments that are specific to the individual fund.
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NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2010

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED

Based on an average daily balance of each fund’s equity in pooled cash and investments, investment income
earned on the cash and investment pool is distributed monthly to the General, Highways, Agricultural Land
Preservation, Self-Insurance, Fleet Management, Capital Projects, Enterprise, Parks & Recreation, four Private
Purpose Trusts, Other Post Employment Benefits Trust fund and both Pension Trust funds. Investment income
carned on individual funds’ separate cash and investments is recorded monthly in the corresponding fund. Per
management policy, investment income earmned monthly by general county capital projects is transferred to the
General Fund and investment income earned monthly on highways capital projects is transferred to the
Highways IFund.

For purposes of the statement of cash flows, the County considers cash, equity in pooled cash and investments,
and investments with maturities of three months or less, when acquired, to be cash equivalents.

State statutes authorize the County to invest in obligations of the United States Government, federal government
agency obligations, secured time deposits in Maryland banks, bankers’ acceptances, the Maryland Local
Government Investment Pool, money market mutual funds, commercial paper and repurchase agreements
secured by direct government or agency obligations.

The Maryland Local Government Investment Pool, (the “MLGIP”) was created under Maryland State Law and
is regulated by the Maryland State Treasurer’s Office. It is maintained exclusively to assist eligible participants,
as defined by Articles 95 and 22 of the Annotated Code of Maryland. The MLGIP may invest in any instrument
in which the State Treasurer may invest. Permissible instruments are established by Section 6-222 of the State
Finance and Procurement Article. No direct investment may have a maturity date of more than 13 months after
its acquisition. Securities of the MLGIP are valued daily on an amortized cost basis, which approximates
market value, and are held to maturity under normal circumstances.

The fair value of the position in the MLGIP is the same as the value of the MLGIP net assets (shares). The
MLGIP is a 2a-7 like external investment pool, which issues a publicly available financial report that includes
financial statements and required supplementary information for the MLGIP. This report can be obtained by
writing: Maryland Local Government Investment Pool; c/o PNC Institutional Investments; Two Hopkins Plaza;
4t Floor; Baltimore, Maryland, 21201; or by calling 1-800-492-5160.

The County has an independent third party as custodian for securities collateralizing most repurchase
agreements, certificates of deposit and all other investments. Collateralization is required on repurchase
agreements and certificate of deposits at a level of 102 percent of market value of principal plus accrued interest.
The County has an agreement with the custodian used for the overnight repurchase agreement whereby the
County’s authorization is needed to release any collateral held in the County’s name. In order to mitigate risk,
the County continually monitors the financial condition of this third party custodian.

Investments of the County are recorded at fair value, which is the quoted market price provided by Harford
County’s Custodian, except for the investments in the MLGIP and Money Market funds. MLGIP investments
are recorded at cost, which approximates fair value. Investments in Money Market funds are valued at the
closing net asset value per share on the day of valuation. Changes in fair value are reported as increases or
decreases in investment income in the operating statements of the appropriate fund.
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JUNE 30, 2010

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED

b. PROPERTY TAXES RECEIVABLE AND OTHER RECEIVABLES

The County’s real property tax is levied and recorded each July 1 on the assessed values certified as of that date
for all taxable real property located in the County on that date. On January 1, a tax on real property constructed
during the period of July 1 through December 31 is levied on the assessed value as of that date. Assessed values
are established by the Maryland Department of Assessments and Taxation at assessed market value. A
reassessment of all property is required to be completed every three years. All unpaid taxes on real property
shall be, until paid, liens on the real property. The lien is imposed on the date the taxes are levied.

Currently, real property taxes are billed in two installments. The first installment is due by September 30 and
the second installment is due by December 31.

Discounts of 1 percent and 1/2 percent are allowed on the amount paid in July or August respectively for both
annual and semi-annual property tax payments. Beginning October 1, interest of 1% percent per month is
charged for each month or fraction thereof that taxes remain unpaid on annual bills. Interest of 1%z percent per
month is not charged on the second semi-annual installment until January 1 of the following year. In addition to
interest, a 6 percent penalty is assessed on all unpaid delinquent property taxes on October 1. A penalty of 6
percent is imposed on the semi-annual installment overdue and in arrears on January 1. Any taxes not paid by
the third Monday in June of the following year may subject the property to tax sale.

The County’s real property tax rate for the year ended June 30, 2010, was $1.064 per $100 of assessed value for
properties within the County, but not in an incorporated town and $0.908 for properties within an incorporated
town.

All receivables are reported at gross value and, where appropriate, reduced by the estimate considered to be
uncollectible.

Inter-fund receivables and payables arise from inter-fund transactions and are recorded by all funds affected in
the period in which transactions are executed. Any residual balances outstanding between the governmental
activities and business-type activities are reported in the government-wide financial statements as “internal
balances.”

¢. INVENTORIES

Inventories in the Highways special revenue fund are accounted for by the purchase method. Under the purchase
method, inventories are recorded as expenditures when purchased; however, material amounts of inventories are
reported as assets of the respective fund. Reservations of fund balances for the amounts of inventory have been
made to reflect the non-availability of those amounts for appropriation for expenditures. Inventory of the Board
of Education General Fund is charged to expenditures as consumed. All inventories are valued at the lower of
cost or market using the First-In/First-Out (FIFO) method.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

d. RESTRICTED ASSETS

Certain assets of the Governmental Activities are classified as restricted assets on the balance sheet. These
assets include debt proceeds held by the MLGIP and drawn down as needed for capital project expenses.
Included as restricted assets are investments in strip treasuries held to maturity for the final payment on the
purchase of land development rights. Certain assets of the Business-type Activities are classified as restricted
assets on the balance sheet. These assets include unspent bond proceeds limited by applicable bond covenants to
specific capital projects.

e. CAPITAL ASSETS

Capital assets, including property, plant, equipment, and infrastructure assets (e.g., roads, bridges, and similar
items), are recorded at historical cost or at estimated historical cost if actual historical cost is not available,
Donated capital assets are recorded at estimated fair market value at the date of donation. The government
defines capital assets, other than infrastructure, as assets with an initial, individual cost of $5,000 or more, and
an estimated useful life in excess of one year, Infrastructure is defined as capital assets with an initial cost of
$50,000 or more, and an estimated useful life in excess of one year. Capital assets used in operations are
depreciated using the straight-line method over their estimated useful lives. Interest expense is not capitalized in
the current year due to immateriality. The estimated usefil lives are as follows:

Assets Years
Bridges 50
Buildings 40-50
Machinery and Equipment 5-10
Roads 15
Vehicles 7
Water and Sewer Lines and Improvements 10-75

The cost of normal maintenance and repairs that do not add to the value of the asset or materially extend the
asset’s life is not capitalized. Upon sale or retirement of capital assets, the cost and related accumulated
depreciation are removed from the respective accounts and any resulting gain or loss is included in the results of
operations.

f. COMPENSATED ABSENCES

Vacation and personal leave benefits are earned by employees of the County based upon time in service. The
rights to such benefits are vested. Employees, based on time in service, also accumulate sick leave.
Accumulated sick leave benefits do not vest and are not paid unless sickness causes absence or upon retirement.
At retirement, up to one-half of an employee’s sick leave may be paid and the remaining balance is credited to
their retirement. Vested sick leave is calculated at year-end using the terminated payments method. In the
government-wide financial statements, proprietary fund and fiduciary funds financial statements, all vacation,
personal, and vested sick pay are accrued when incurred. A liability for these amounts is only reported in
governmental funds for the portion estimated to be due and payable at year-end.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED

g. LONG-TERM OBLIGATIONS

In the government-wide financial statements and proprietary fund financial statements, non-current obligations
are reported as liabilities in either governmental activities, or business-type activities, in the statement of net
assets. Bond premiums and discounts, as well as issuance costs, are deferred and amortized over the life of the
bonds using the straight-line method. Bonds payable are reported net of the applicable bond premium or
discount,

In the fund financial statements, governmental fund types recognize bond premiums and discounts, as well as
bond issuance costs, during the current period. The face amount of debt issued is reported as other financing
sources. Premiums received on debt issuances are reported as other financing sources while discounts on debt
issuances are reported as other financing uses. Issuance costs, whether or not withheld from the actual debt
proceeds received, are reported as debt service expenditures.

h. NET ASSETS/FUND BALANCES

The government-wide financial statements ufilize a net assets presentation. Net assets are categorized as
invested in capital assets, net of related debt, restricted net assets and unrestricted net assets. Invested in capital
assets, net of related debt, represents all capital assets, including infrastructure reduced by accumulated
depreciation and the outstanding debt directly attributable to the acquisition, construction or improvement of
these assets. Restricted net assets represent external restrictions by creditors, grantors, contributors, or laws or
regulations of other governments and restrictions imposed by law through constitutional provisions or enabling
legislation. Unrestricted net assets represent the net assets of the County, not restricted for any project or

purpose.

In the fund financial statements, governmental funds report reservations of fund balance for amounts that are not
available for appropriation because they are Jegally restricted by outside parties for use for a specific purpose.
Designations of fund balance are not legally required segregations, but rather represent the intent of the
County’s administration to use fund balances for specific purposes in the future.

i. ESTIMATED LIABILITY FOR CLAIMS IN PROCESS

The liability for claims in process in the Internal Service Fund includes estimates for personal injury, worker’s
compensation, property damage and medical claims as of June 30, 2010. The liability is based on estimates
made on an individual claim basis plus an actuarial estimate of the liability for claims incurred but not reported.

j. ESTIMATES

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenditures during the reporting period. Actual results
could differ from those estimates,
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NOTE 2 - RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

A. EXPLANATION OF CERTAIN DIFFERENCES BETWEEN THE GOVERNMENTAL FUNDS
BALANCE SHEET AND THE GOVERNMENT-WIDE STATEMENT OF NET ASSETS

The governmental funds balance sheet includes a reconciliation between find balance — total governmental
Junds and net assets — governmental activities as reported in the government-wide statement of net assets. One
element of that reconciliation explains that “long-term liabilities, including bonds payable, compensated
absences, bond premium, and accrued bond interest are not due and payable in the current period and therefore
are not reported in the funds.” The detaiis of this difference are as follows:

Accrued Bond Interest $ 5,510,227
Agricultural Preservation Installments 57,100,122
Bonds Payabie 425,205,736
Capital Lease Obligations 14,801,760
Notes Payable 9,582,561
Landfill Closure Liability 42,314,124
Compensated Absences 26,353,912
Premium on Bonds, Less Amortization 29,697,147
Less: Debt of the Internal Service Fund (5,685,344)
5 604,880,245

B. EXPLANATION OF CERTAIN DIFFERENCES BETWEEN THE GOVERNMENTAL FUNDS
STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES IN FUND BALANCES AND THE
GOVERNMENT-WIDE STATEMENT OF ACTIVITIES

The governmental funds statement of revenues, expenditures, and changes in fund balances includes a
reconciliation between the net change in fund balances - total governmental funds and changes in net assets of
governmental activities as reported in the government-wide statement of activities. One element of that
reconciliation explains that “Governmental funds report capital outlays as expenditures. However, in the
statement of activities the cost of those assets is allocated over their estimated useful lives and reported as
depreciation expense.” The details of this difference are as follows:

Purchase of Capital Assets $ 24,528,046
Purchase of Capital Assets by the Internal Service Fund (785,250)
Depreciation (22,825,604)
Depreciation of Capital Assets of the Internal Service Fund 775,862

h) 1,693,054
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Another element of that reconciliation states that “Revenues in the statement of activities that do not provide
current financial resources are not reported as revenues in the funds.” The details of this difference are as
follows:

Contributed Assets $ 3,208,185
Loss on Disposal of Assets (223,878)
Decrease in Property Tax Deferred Revenue (8,027)
Increase in Income Tax Deferred Revenue 1,767,113
Increase in Deferred Loans Receivable 613,568
Decrease in Deferred Steam Revenue (750)
Increase in Deferred Special Assessments 188,256
Increase in Restitution Deferred Revenue 43 838
$ 5,588,355

Another element of that reconciliation states that “The issuance of long-term debt (e.g., bonds, leases,
installment purchase agreements) provides current financial resources to governmental funds, while the
repayment of the principal of long-term debt consumes the current financial resources of governmental finds.
Neither transaction, however, has an effect on net assets. Also, governmental funds report the effect of issuance
costs, premiums, discounts, and similar items when debt is first issued, whereas these amounts are deferred and
amortized in the statements of activities.” The details of this difference are as follows:

Accrued Interest Expense $ (1,328,193)
Amortization of Bond Premium 1,313,727
Net Increase and Amortization of Costs of Issuance 696,972
Amortization of Deferred Loss 114,292
Issuance of Bond Premium ' (14,359,593)
Issuance of Bonds Payable (168,717,957)
Issuance of Notes Payable (1,186,000)
Payment to Escrow Agent for Refunding 28,885,874
Principal Payments on General Obligation Debt 23,386,490
$ (131,194,388)

Another element of that reconciliation states that “Some expenses reported in the statement of activities do not
require the use of current financial resources and therefore are not reported as expenditures in governmental
funds.” The details of this difference are as follows:

Compensated Absences Liability $ (2,359,040)
Consumption Method of Inventory Used in Entitywide Statements
vs. the Purchase Method Used in the Fund Statements (60,896)
Increase in Deferred Health Care Consortium Receivable 609,300
Net Increase in Landfill Closure Expenses (4,542,226)
$ (6,352,362)
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A. BUDGETARY DATA

Pursuant to the County Charter, the capital and operating budgets are presented by the County Executive to the
County Council during April. The County Council holds public hearings regarding the budget and prior to June
| passes an annual appropriation ordinance. The legislation becomes effective July 1 and provides the spending
authority at the department level for the operations of the County Government with unexpended or
unencumbered appropriation authority expiring the following June 30, except in the case of Capital Projects
Funds, where appropriations lapse after three years if no expenditures occur. Under Maryland State Law, Board
of Education capital projects are exempt from this provision. The appropriated budgets are prepared by fund,
function, and department. Expenditures and encumbrances of the funds may not legally exceed appropriations at
the department level. During the fiscal year, the County Council may adopt supplemental appropriations. For the
year-ended June 30, 2010, supplemental appropriations adopted in the general fund were $36,273,601;
$5,133,004 in the highway fund; and $100,000 in the agricultrual preservaton fund. Throughout the year, the
County Executive has the authority to approve various intradepartmental transfers. Transfers between
departments require the County Council’s approval and are only completed after April 1.

Annual budgets are adopted for the General Fund, Highways Fund, Agricultural Land Preservation Fund, Parks
& Recreation Fund, Enterprise Fund, Internal Service Funds, Firemen’s Pension Trust Fund and Sheriffs Office
Pension Trust Fund. Budgets are not adopted for the remaining private purpose trust funds due to their nature.
Enterprise Fund, Internal Service Funds and Pension Trust Funds budgets are for management control only.
Budgets are adopted using the same basis of accounting as that used for reporting purposes, except for the
following:

» Encumbrances are treated as expenditures for budgetary accounting purposes.
» Payroll is accrued for financial statement purposes only.
» Interfund reimbursements are eliminated for financial statement purposes.

The capital budget reflects appropriations for the Capital Projects Fund at the individual project level.
Expenditures and encumbrances may not legally exceed appropriations at that level and unencumbered
appropriations lapse at the completion or abandonment of individual projects. The County Council and the
County Executive must approve all transfers of appropriations between projects.

A Statement of Revenues, Expenditures, Encumbrances and Changes in Fund Balances; Budgetary Basis (Non-

GAAP) vs. Actual is prepared for each major governmental fund with an annual budget. These are the General,
Highways and Agricultural Land Preservation funds.
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B. RECONCILIATION OF GAAP TO BASIS OF BUDGETING

The Governmental Funds, except for Grants and Capital Project Funds, have legally adopted annual budgets.
The “Statement of Revenues, Expenditures, Encumbrances and Changes in Fund Balances; Budgetary Basis
(Non-GAAP) vs. Actual” are prepared on a basis consistent with those budgets. The budgets are prepared using
encumbrance accounting where encumbrances are treated as expenditures of the current period. The “Statement
of Revenues, Expenditures and Changes in Fund Balances” for all major governmental funds is prepared on a
basis consistent with GAAP where encumbrances are treated as a reservation of fund balance. The other fund
statements are reconciled below.

As of June 30, 2010, the changes in fund balances are reconciled as follows:

Agricultural
General Highway Land Parks &
Fund Fund Preservation Recreation

Basis of Budgeting - Net Change in Fund Balances $ 9,486,438 § - $ 4767988 § 50,705
Basis Adjustments:

Revenue for Budgetary, not GAAP Purposes (8,965,464) (7,420,172) - -

Encumbrances Adjustment 304,879 1,052,740 - (1,408)

Expenditures for Budgetary, not GAAP Purposes 8,965,464 7,420,172 - -

Expenditures for GAAP, not for Budgetary Purposes 30,410 78,763 (302) 3,018

Fund Balance Appropriated for Budget not GAAP - (1,908,313) - -
GAAP Basis - Net Changes in Fund Balances $ 9.871,727 § (776,810 § 4,767,686 $ 52,315
As of June 30, 2010, the ending fund balances are reconciled as follows:

Agricultural
General Highway Land Parks &
Fund Fund Preservation Recreation

Basis of Budgeting - Fund Balances $ 383,004,126 § 20,408,049 $§ 45,509,511 § 147,771
Basis Adjustments:

Encumbrances 1,424,165 1,731,599 - 8,861

Expenditures for GAAP, not for Budgetary Purposes (4,613,835) (616,852) (2,836) (15,938)
GAAP Basis - Fuond Balances $ 79814456 $ 21,523,396 § 45,506,675 $ 140,694
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A. EQUITY IN POOLED CASH AND INVESTMENTS, CASH AND INVESTMENTS
a. DEPOSITS -
PRIMARY GOVERNMENT

Custodial Credit Risk: In the case of deposits, this is the risk that in the event of a bank failure, the County’s
deposits may not be returned to it. At year-end, the carrying amount of combined deposits was $719,088
and the collected bank balance was $3,000. The Federal Depository Insurance Corporation (FDIC) insured the
entire collected bank balance deposit of $3,000. At June 30, 2010, the County’s deposits were not exposed to
custodial credit risk.

The following table reconciles the County’s deposits and investments to the government-wide statement of net
assets and the statement of fiduciary net assets.

Reconciliation:
Total Primary Government - Exhibit 1
Equity in Pooled Cash and Investments $ 260,645,901
Cash and Investments 33,086
Restricted Assets - Investments 171,599,727
Pension Trust Funds - Exhibit 10
Equity in Pooled Cash and Investments 710,666
Total Investiments 42,000,514
Other Post Employment Benefit Trust Fund - Exhibit 10
Equity in Pooled Cash and Investments 30,551,063
Private Purpose Trust Funds - Exhibit 10
Equity in Pooled Cash and Investments 1,658,854
Total Investments 1,129,644
Agency Funds - Exhibit 10
Cash Overdraft (213,826)
Total Investments 9,944 716
Total All Equity in Pooled Cash 518,060,345
Less; Investments - Primary Government, p. 49 (517,341,257)
The Carrying Amount of Combined Deposits $ 719,088
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COMPONENT UNITS

At year-end, the carrying amount of combined deposits was $5,461,350 net of bank overdrafis of ($2,408,155).
All of the collected bank balance was insured by the FDIC and/or by securities held by the component unit or
its’ agent, in the component unit’s name.

The following table reconciles the Component Unit’s deposits and investments to the government-wide
statement of net assets.

Reconciliation:
Cash & Investments for Component Units--Exhibit 1:
Board of Education $ 24,837,259
Harford Center, Inc. 1,279,858
Harford Community College 30,312,477
Harford Community College--Restricted 5,346,182
Harford County Library 3,857,985
Less: Cash Overdraft for Component Units--Exhibit 1:
Board of Education (1,924,383)
Harford County Library (483,772)
Total Component Unit Cash & Investments 63,225,606
Less: Investments--Component Units; page 51 (57,764,256)
Cash in the Bank 3 5,461,350
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b. INVESTMENTS

PRIMARY GOVERNMENT

As of June 30, 2010, the County had the following investments and maturities.

Investment Type Investment Maturities (Years)
Pooled Investments Fair Value Less than 1 1-5 5+

Repurchase Agreements 892,222 § 892,222 §$ -3 -

! Federal Agencies 109,060,645 105,060,645 4,000,000 -

MILGIP 173,228,386 173,228,386 - -

Mutual Funds 9,485,404 9,485,404 - -

Subtotal 292,666,657 288,606,657 4,000,000 -

Non-Pooled Investments

MLGIP 129,560,830 129,560,830 - -

* U.S. Stripped Treasuries 42,038,898 198,805 5,784,576 36,055,517

* Trust Fund Annuity Contract 1,129,644 28,530 173,919 927,195

MLGIP - Fiduciary Funds 9,944,716 9,944,716 - -
Pension Funds:

? Short-Term Investments 532,261 532,261 - -

? Equities 26,480,225 26,480,225 - -

* MTB Intermediate Term Bond 1,423,842 1,423,842 - -

US Government Agencies 2,118,970 478 2,023,085 95,407

Corporate Bonds 6,634,678 1,167,117 3,530,658 1,936,903

? US Treasury Obligations 4,810,536 194,685 2,684,786 1,931,065

Subtotal 224,674,600 169,531,489 14,197,024 40,946,087

Total 517,341,257 § 458,198,146 § 18,197,024 § 40,946,087

annually until maturity; it is not anticipated that these Agencies will be called.

These investments are backed by the full faith and credit of the US Government.

These Agencies mature in Fiscal Years 2010 and 2011, but are callable monthly, quarterly, and semi-

These investments are unrated,

Investments Other than Pensions:

Interest Rate Risk: As a means of limiting its exposure to fair value losses arising from rising interest rates, the
County’s investment policy prohibits investment of operating funds in securities maturing more than one year
from the date of purchase, unless matched to a specific cash flow. Only Agricultural Land Preservation Funds
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will be invested in U.S. Stripped Treasuries to coincide with the maturity dates on installment purchase
agreements; up to thirty years in length. Because the mutual bond funds and the MLGIP funds as of June 30,
2010, have a weighted average maturity of less than 2 months, they are presented as investments maturing in
less than one year.

Credit Risk: In order to control credit risk, State statutes, which have been incorporated into the County's
investment policy, authorize the County to invest only in obligations of the United States Government, Federal
government agency obligations, secured time deposits in Maryland banks, bankers' acceptances, the MLGIP,
money market mutual funds, commercial paper and repurchase agreements secured by direct government or
agency obligations. As of June 30, 2010, the County’s investments in Federal agency obligations, including
repurchase agreements, backed by Federal agency obligations, were rated Aaa by Moody's Investor Service; the
MLGIP and the money market mutual funds were rated AAAm by Standard and Poor's.

Concentration of Credit Risk: In accordance with its investment policy, with the exception of US Treasury
securities, repurchase agreements, US government agencies and MLGIP, no more than 50 percent of the
County’s total investment portfolio is to be invested in a single security type. With the exception of overnight
repurchase agreements with the County’s lead bank, and the MLGIP, no more than 50 percent of the County’s
portfolio may be invested with a single institution.

Custodial Credit Risk: For an investment, custodial credit risk is the risk that, in the event of the failure of the
counterparty, the County will not be able to recover the value of its investments or collateral securities that are in
the possession of an outside party. Investment securities are exposed to custodial credit risk if the securities are
uninsured, or not registered in the name of the government, and are held by either the counterparty or the
counterparty’s trust department or agent, but not in the government’s name. County and State statutes require
that securities underlying all certificates of deposit, repurchase agreements and reverse repurchase agreements
have a market value of at least 102 percent of the cost plus accrued interest of the investment. County policies
require that a third party custodian hold investment securities and the collateral underlying all investments, in
the government’s name. At June 30, 2010, the County’s investments were not exposed to custodial credit risk.

Pension Investments:

Interest Rate Risk: The investment policies of the pension plans do not limit investment maturities as a means
of managing exposure to fair value losses arising from increasing interest rates. Fluctuating rates of return are
characteristic of the securities markets; the Fund's greatest concern is long-term appreciation of assets and
consistency of portfolio returns. However cash and cash equivalent investments, such as commercial paper,
repurchase agreements, etc. are limited to maturities of one year or less.

Credit Risk:  The investment manager is allowed substantial discretion within a broad framework of approved
investment choices. Equity holdings may be selected from those listed on the major securities markets. The
Manager may purchase commercial paper, medium term notes, and public debt securities, with short-term
ratings of A-2 or P-2 or better or long-term ratings of A/A or better by either Moody's or Standard and Poor's.
Fixed income securities, such as obligations of the U.S. Government and its agencies, corporate debt securities,
exchange traded fixed income funds, etc. shall be investment grade as defined by Moody's or Standard and
Poor's.
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The maximum ratings allocations and the actual allocations of US Government Agencies and corporate bond
investments at June 30, 2010, are as follows:

Rating
Investment Grade
AAA/Aaa
AA/Aa
A/A
BAA/Baa

Maximum Allocation

100%
100%
50%
50%
20%

Allocation at June 30, 2010
36%
14%
6%
25%
19%

Concentration of Credit Risk: As a means of minimizing risk and providing a consistent return, the investment
policies require diversification. U.S. corporate bonds shall be diversified by issuer type with no more than 5
percent of the portfolio invested in obligations of any one issuer and no more than 10 percent in any one
outstanding debt issue. Investments by security type are to be diversified as follows:

Minimum Maximum Minimum Maximum
Large Cap Equities 20% 50% 25% 47%
Mid Cap Equities 0% 0% 3% 13%
Small Cap Equities 0% 10% 3% 10%
International Equitics 0% 10% 14% 27%
Fixed Income 40% 60% 21% 39%
Cash & Equivalents 0% 5% 0% 0%
COMPONENT UNITS
As of June 30, 2010, total investments of the component units, in the amount of $57,764,256, was distributed by
type as follows:
Repurchase Other
MLGIP Agrecments Investments Total
Board of Education $ 20,069,763 % 4,444314 § - $ 24,514,077
Harford Center, Inc. - - 341,600 341,600
Harford Community College 19,305,048 5,000,000 4,842,968 29,148,016
Harford County Library 3,382,513 378,050 - 3,760,563
$ 42757324 §% 9,822,364 § 5,184,568 § 57,764,256

Firemen’s Pension

Sheriff’s Pension
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Interest Rate Risk: The component units of the County generally limit the term of investment maturities, except
for the fiduciary funds of the Board of Education, which are allowed longer term maturities to match the cash
flow of liabilities,

Credit Risk:  The investment policies of the component units require that all investments be insured, or
registered, or have underlying securities held by a custodian in the name of the component unit to protect against
credit risk. The credit ratings related to the repurchase agreements are unknown but the MLGIP, a State

sponsored investment pool, is rated AAAm by Standard and Poor's.

B. RECEIVABLES

a. TAXES AND OTHERS

Receivables as of year-end for the government’s individual major and non-major funds, including the applicable

allowances for uncollectible accounts, are as follows:

General Highway Grant

Property Taxes S 2,193493 § 286,480 $ -
Interest Accrual 16,397 - -
Service Billings 1,681,060 235,170 -
Restitution Receivable : - - 127,259
Capital Contribution Receivable - - -
Miscellaneous 681,779 - 38,587
Gross Receivables 4,572,729 521,650 165,846
Less: Allowance for Uncollectible (1,401,096) (174,600) -

S 3,171,633 3 347,050 $ 165,846

Non-Major Water &
Parks & Rec Sewer Total

Property Taxes $ - 3 -3 2,479,973
Interest Accrual - 2,365,951 2,382,348
Service Billings 483 5,885,607 7,802,320
Restitution Receivable - - 127,259
Capital Contribution Receivable - 80,809 80,809
Miscellaneous - 73,602 793,968
Gross Receivables 483 8,405,969 13,666,677
Less: Allowance for Uncollectible - (45,030) (1,620,726)

S 483 § 8,360,939 § 12,045,951
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b. DEFERRED REVENUES

Governmental funds report deferred revenue in connection with receivables for revenues that are not considered
to be available to liquidate liabilities of the current period. Governmental funds also defer revenue recognition
in connection with resources that have been received, but not yet earned. At the end of the current fiscal year,
the various components of deferred revenue reported in the governmental funds were as follows:

Deferred Revenues: Unavailable Unearned Total
Income Taxes $ 24,749,469 § -3 24,749,469
Prepaid Property Taxes - 130,465 130,465
Walk-in Assessment Escrow - 593 503
Property Taxes Receivable 661,836 - 661,836
Consortium Receivable 524,990 - 524,990
Solid Waste Prepaid Fees - 879,145 879,145
Sub-total: General Fund 25,936,295 1,010,203 26,946,498
Property Taxes Receivable 83,359 - 83,359
Consortium Receivable 84,810 - 34,810
Sub-total: Highways Fund 168,169 - 168,169
Grant Drawdown in Excess of Expenditures - 1,248,008 1,248,008
Grant Loans Receivable 2,791,427 - 2,791,427
Grant Restitution Receivable 127,259 - 127,259
Sub-total: Grant Fund 2,918,686 1,248,008 4,166,694
Grant Drawdown in Excess of Expenditures
Special Assessments Escrowed - 680,975 680,975
Special Assessments Receivable 870,428 - 870,428
Sub-total: Capital Project Fund 870,428 680,975 1,551,403
Total Deferred Revenue for Governmental Funds b 20,803,578 $§ 2,939,186 $ 32,832,764
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¢. LEASE RECEIVABLES

PRIMARY GOVERNMENT

Governmental activities: The County is obligated as the lessor under a number of lease agreements. Many of the
leases are for $1 per year to various government and nonprofit organizations. There are a few leases with end
dates but most of the leases are for one year, with automatic renewals, indefinitely. In fiscal year 2010 rental
income from all ieases was $488,870. The following is a five year schedule, by year, of future rental payments,
assuming all leases with antomaitic renewal clauses continue at their current lease amount.

Year ending June 30 Arount
2011 $ 524,530
2012 474,762
2013 415,577
2014 415,577
2015 415,277
Rental Income $ 2,245,723
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C. CAPITAL ASSETS
PRIMARY GOVERNMENT

Capital Asset Activity for the year ended June 30, 2010, is as follows:

Beginning Ending
Governmental Activities: Balance Increases Decreases Balance
Capital Assets, not being depreciated:
Land $ 230,139,499 § 3,176,695 % (26,822) § 233,289,372
Development Rights 106,957,627 1,608,609 - 108,566,236
Construction in Process 116,547,081 34,759,440 {35,926,166) 115,380,355
Tatal Capital Assets, not being depreciated 453,644,207 39,544,744 (35,952,988} 457,235,963
Capital Assets, being depreciated:
Buildings 87,040,202 3,543,190 (326,196) 90,257,196
Improvements other than buildings 61,997,534 1,987,627 - 63,985,561
Machinery and Equiprnent 45,966,263 1,384,791 (245,265) 47,135,789
Vehicles 39,014,949 2,645,895 (1,868,742) 39,792,102
Infrastructure 149,048,520 14,556,150 (2,465,330) 161,139,340
Total Capital Assets, being depreciated 383,057,868 24,117,653 {4,905,533) 402,309,988
Less Accumulated Depreciation for:
Buildings (35,156,227) (2,765,737 266,426 (37,625,538)
Improvements other than buildings (45,677,797) (3,060,550} - (48,738,347)
Machinery and Equipment (35,793,875) (4,889,307) 237,382 (40,445,300)
Vehicles (20,593,282) (4,550,204) 1,708,839 (23,434,647
Infrastrocture (60,858,501) (7,559,806) 2,465,330 {65,952,977)
Total Aceumulated Depreciation (198,079,682) {22,825,604) 4,708,477 (216,196,809)
Total Capital Assets, being depreciated, net 185,018,186 1,292,049 {197,056) 186,113,179

Governmental Activities Capital Assets, net  § 638,662,393 $ 40,836,793 % (36,150,044) § 643,349,142
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Beginning Ending
Balance Increases Decreases Balance

Business-type Activities:
Capital Assets, not being depreciated:

Land 5 1,968,528 3§ 4,749 3 - 5 1,973,277

Construction in Process 36,474,645 42,427,945 (9,790,186) 69,112,404
Total Capital Assets, not being depreciated 38,443,173 42,432,694 {9,790,186) 71,085,681
Capital Assets, being depreciated:

Buildings 149,220,365 4,786,060 - 154,006,425

Improvements other than buildings 273,093,657 5,023,458 - 278,117,115

Machinery and Equipment 7,519,155 417,268 - 7,936,423

Vehicles 3,881,459 41,492 (246,332} 3,676,619
Total Capital Assets, being depreciated 433,714,636 10,268,278 {246,332} 443 736,582
Less Accumulated Depreciation for:

Buildings (69,144,241} (3,750,195} - (72,894,436)

Improvements other than buildings (62,113,181} (4,773,594) - (66,886,775)

Machinery and Equipment (4,563,001) {250,136} - (4,813,137)

Vehicles {2,833,278) (289,644) 246,332 (2,876,590)
Total Accumulated Depreciation (138,653,701) (9,063,569) 246,332 {147,470,938)
Total Capital Assets, being depreciated, net 295,060,935 1,204,709 - 296,265,644
Business-type Activities Capital Assets, net $ 333,504,108 % 43,637,403 § (9,790,186) $ 367,351,325

Depreciation Expense was charged to functions/prograrus of the primary government as follows:

Governmental Activities:

County Council 3 35,807
General Government 1,193,139
Fleet Management 775,862
Judicial 621,672
Libraries 606,687
Parks & Recreation 1,660,069
Public Safety 5,021,523
Public Works 12,398,372
Social Services & Health 512,473
Total Depreciation Expense -
Governmental activities 3 22,825,604
Business-type Activities
Water & Sewer 3 9,063,569
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COMPONENT UNITS

Board of Education: Capital Asset Activity for the year ended June 30, 2010, is as follows:

Capital Assets, not being depreciated
Land b
Construction in Process

Total Capital Assets, not being depreciated

Capital Assets, being depreciated
Land Improvements
Buildings and [mprovements
Furniture and Equipment

Total Capital Assets, being depreciated

Accumulated Depreciation
Land Improvements
Buildings and Improvements
Furniture and Equipment

Total Accumulated Depreciation

Total Capital Assets, being depreciated, net

Total Capital Assets, net

The Harford Center, Inc.: Capital Asset Activity for the year ended June 30, 2010, is as follows:

Capital Assets, being depreciated
Equipment - Other 3
Equipment - Transportation
Leasehold Improvements

Total Capital Assets, being depreciated

Accumulated Depreciation:
Capital Assets

Total Accumulated Depreciation

Total Capital Assets, net $
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Beginning Ending
Balance Increases Decreases Balance
9,672,942 § - 3 - 3 9,672,942
206,054,529 65,821,491 (70,162,243) 201,713,777
215,727,471 65821,491 (70,162,243) 211,386,719
8,284,455 760,915 - 9,045,370
351,695,680 71,533,695 - 423229375
26,584,066 2954441 (568,855) 28,969,652
386,564,201 75249051 (568,855) 461,244,397
(2,647,986) (392,769) - (3.040,755)
(102,789,961) (6,981,057 - (109,771,018)
(13,643,942) {2,838,953) 520,271 (15962,624)
(119,081,889 (10,.212,779) 520,271 (128,774,397
267,482,312 65,036,272 (48,584) 332470,000
$ 483,209,783 $ 130857763 § !70,210,827) $ 543,856,719
Beginning Ending
Balance Increases Decreases Balance
230,772 % 31,343 % - 3 262,115
699,183 37,260 - 736,443
376,921 1,068 - 377,989
1,306,876 69,671 - 1,376,547
(752,586) {93,533) - (846,119)
(752,586) {93,533) - (846,119)
554,290 $ (23,862) % - % 530,428
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Harford Community College: Capital asset activity for the year ended June 30, 2010, is as follows:

Capital Assets, not being depreciated

Land
Construction in Process

Total Capital Assets, not being depreciated

Capital Assets, being depreciated

Buildings and Improvements
Furniture and Equipment
Vehicles

Library Books

Total Capital Assets, being depreciated

Accumulated Depreciation:
Buildings and Improvements
Furniture and Equipment
Vehicles
Library Books

Total Accumulated Depreciation
Total Capital Assets, being depreciated, net

Total Capital Assets, net

Capital Assets, being depreciated

Buildings and Improvements

Circulating Materials
Furniture and Equipment
Computer Equipment
Vehicles

Copier Equipment

Total Capital Assets, being depreciated

Accumulated Depreciation:

Buildings and Improvements

Circulating Materials
Furniture and Equipment
Computer Equipment
Vehicles

Copier Equipment

Total Accumulated Depreciation

Beginning Ending
Balance Increases Decreases Balance
$ 3,564,162 $ -3 -3 3,564,162
13,452,393 4,178,793 (12,817,476) 4,813,710
17,016,555 4,178,793 (12,817,476) 8,377,872
61,135,926 13,346,504 (306,384) 74,176,046
9,342,257 344,524 (89,115) 9,597,666
472,261 38,377 (50,289} 460,349
133,331 1,560,115 (51,226) 1,642,220
71,083,775 15,289,520 (497,014) 85,876,281
(17,082,197) (2,635,889) 306,384 (19,411,702)
(6,448,982) (648,232) 81,608 {7,015,606)
(275,888) (53,417) 50,289 (279,016)
(44,444) (1,480,826) 51,226 (1,474,044)
(23,851,511 (4,818,364) 489,507 (28,180,368)
47,232,264 10,471,156 (7,507) 57,695,913
$ 64248819 $ 14649949 $ (12,824983) $ 66,073,785
Harford County Library: Capital asset activity for the year ended June 30, 2010, is as follows:
Beginning Ending
Balance Increases Decreases Balance
$ 803,295 § 2,850 $ - $ 806,145
7,210,044 2,181,817 (2,361,563) 7,030,298
1,717,270 434,033 (23,763) 2,127,540
808,710 301,393 {89,636) 1,020,467
305,490 12,409 {15,285) 302,614
34,231 - (34,231) -
10,879,040 2,932,502 (2,524,478) 11,287,064
(321,101) {51,215) - (372,316)
(3,615,814) (2,373,391) 2,361,563 (3,627,642)
(1,369,763) {145,461) 23,206 (1,492.018)
(705,017) {98,672) 90,082 {713,607)
(228,211) (21,320) 15,285 (234,246)
{34,231} - 34231 -
(6,274,137) (2,690,059) 2,524,367 (6,439,829)
$ 4604903 $ 242,443 $ (111) $§ 4847235

Total Capital Assets, net
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D. OPERATING LEASES

The County is obligated under certain leases accounted for as operating leases. All leases are subject to annual
appropriations. During fiscal year 2010, rental expenditures approximated $2,519,185. These expenditures were
primarily from the General Fund. The following is a schedule, by years, of the future minimum rental payments
required under operating leases that have initial or remaining non-cancelable lease terms in excess of one year as
of June 30, 2010:

Year ending June 30 Amount
2011 $ 2,384,311
2012 1,960,978
2013 1,380,783
2014 949,978
2015 813,591
2014-2019 1,234,572

Total Minimum

Payments Required 3 8,724,213

E. INTERFUND RECEIVABLES, PAYABLES AND TRANSFERS
a. DUE FROM PRIMARY GOVERNMENT AND DUE TO COMPONENT UNITS

Interfund receivables and payables result from the time lag between the time reimbursable expenditures occur in
the component units and when the payments are made. At June 30, these interfund balances are:

Due From Due To
Primary Government:
Capital Projects Fund $ - 8 19,383,653
Component Units:
Board of Education 19,301,945 -
Harford Community College 5,600 -
Harford County Library 76,108 -
$ 19,383,653 § 19,383,653
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b. INTERFUND TRANSFERS

Transfers are used to, (1) move generzal fund revenues to provide matching funds for various grant programs, (2)
move operating fund revenues into the capital project fund as paygo monies, (3) move revenues from capital
project funds to the general fund to pay debt service, and (4) move interest revenue earned in the capital project
fund to the operating funds per management policy. The interfund transfers for the current fiscal year are:

Transfers In

General Highways Grant
Transfers Qut Fund Fund Fund
General Fund h -3 - 5 3,186,213
Highways Fund - - -
Grant Fund 461,668 - -
Capital Projects Fund 13,741,357 91,599 -
Total Transfers In 5 14,203,025 § 91,599 § 3,186,213

Transfers In
Capital Project

Transfers Out Fund Total
General Fund $ 5,725,000 % 8,911,213
Highways Fund 6,926,853 6,926,853
Grant Fund - 461,668
Capital Projects Fund - 13,832,956
Total Transfers In 5 12,651,853 § 30,132,690
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F. NON-CURRENT LIABILITIES

a. CHANGES IN NON-CURRENT LIABILITIES

PRIMARY GOVERNMENT
Balance Principal Balance
July 1, Repayments June 30, Due Within
2009 Additions & Reductions 2010 One Year

Governmental activities:
Agricultural Land Preservation $ 58,177,011 § - 5 (1,076,889) $ 57,100,122 § 920,544
Bonds Payable 301,480,584 168,717,957 (44,992,805) ! 425,205,736 19,251,552
Capital Lease Obligations 20,325,902 - (5,524,142) 14,801,760 5,648,868
Notes Payable 10,181,999 1,186,000 (1,785,438) 9,582,561 1,595,438
Landfill Closure Liability 37,771,898 4,749,051 * (206,825) 42,314,124 206,825
Compensated Absences 23,994,872 3,854,539 (1,495,499) 26,353,912 9,050,156
Est. Liab. For Claims in Process 5,363,299 1,157,253 {1,422,683) 5,097,869 1,132,596
Governmental activity -

Long-term Liabilities $ 457,295,565 § 179,664,800 § (56,504,281) 5 580,456,084 § 37,805,979
Business-type activities:
Lease 2007 b 197,564 § - 3 (63,414) 5 134,150 § 65,824
Bonds Payable 88,110,699 50,627,043 (10,495,593) ! 128,242,149 10,346,027
Notes Payable 71,406 - (35,317) 36,089 36,089
Compensated Absences 2,655,595 888,203 (181,487) 3,362,311 1,436,317
Business-type activities -

Long-term Liabilities § 91035264 § 51,515,246 $ (10,775,811 $ 131,774,699 § 11,884,257

"Includes amortization of deferred loss on refunding of $ 114,292 for Governmental activities and $ 152,183 for
Business-type activities, as well as a deferred gain of § 2,693 for Business-type activities.

? See Note 4f Landfill Closure Liability for more detail.

Agricultural Land Preservation long-term debt has typically been liquidated in the Agricultural Land
Preservation special revenue fund. Governmental compensated absences typically have been liquidated
in the General and other governmental funds. Claims liabilities typically have been liquidated in the
Self Insurance fund.

The debt limit for the primary government at June 30, 2010, was $1,794,971,828 and the legal debt margin
was $1,345,381,771.
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COMPONENT UNITS

Non-current liabilities in the component units consist of liabilities for compensated absences; Other Post
Employment Benefits (OPEB) and one capital lease. The changes and the portion due within one year are as
follows:

Due
Beginning Ending Within
Balance Changes Balance One Year
Board of Education
Capital Leases £ 10581570 § (296,928) § 10,284,642 § 311,714
Compensated Absences 28,792,505 63,985 28,856,490 1,277,986

OPEB 44,513,815 37,699,000 82,212,815 -
$ 83,887,890 § 37,466,057 § 121,353,947 § 1,589,700

Harford Community College
Compensated Absences $ 1,101,032 § 25858 § 1,126,890 § 56,844
OPEB 52,221 31,013 83,234 40,000
$ _ 1.153.253 § 56871 $_ 1210124 $ 06,844

Harford County Library
Compensated Absences 3 381,327 § 4901 % 386,228 § 12,886
OPEB 1,802,723 1,802,210 3,604,933

§ 2184050 § 1,807,111 § 3,991,161 § 12,886
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b. AGRICULTURAL LLAND PRESERVATION INSTALLMENTS

PRIMARY GOVERNMENT

The County has entered into installment contracts to purchase easements for agricultural land preservation
purposes. The primary source of revenue for repayment of the indebtedness is a transfer tax of one-half of one
percent on all transfers of real property in the County. Under the terms of the installment contracts, which range
in length from ten to twenty years, the County pays the property owner annual interest and minimal portions of
the installment purchase price for the term of the agreement. The final principal payment is made with a
stripped-coupon U.S. Treasury obligation purchased at settlement and held to maturity. The interest rate of the
stripped-coupon U.S. Treasury obligation is the interest rate used for the installment purchase agreement.
Interest rates on securities owned at June 30, 2010, range from 3.74 percent to 8.45 percent. The annual
requirernents to amortize agricultural land preservation installments outstanding as of June 30, 2010, are as
follows:

Asof Total
June 30, 2010 Principal Interest Requirement

2011 $ 920,544 § 3,130,911 § 4,051,455
2012 1,116,128 3,081,179 4,197,307
2013 2,895,399 3,019,469 5,914,868
2014 1,983,547 2,888,196 4,871,743
2015 2,675,661 2,778,198 5,453,359
2016 6,952,927 2,596,019 9,548,946
2017 7,347,521 2,148,862 9,496,383
2018 18,158,266 1,679,036 19,837,302
2019 4,617,132 763,273 5,380,405
2020 1,072,375 524,731 1,597,106
2021 568,331 458,668 1,026,999
2022 121,341 426,870 548,211
2023 1,933,994 420,976 2,354970
2024 1,198,158 324,597 1,522,755
2025 354,137 257,357 611,494
2026 669,630 240,362 909,992
2027 384,422 208,265 592,687
2028 580,803 189,296 770,099
2029 3,549,806 161,275 3,711,081

57,100,122 %

25,297,540

$

82,397,662

For the year ended June 30, 2010, total principal and interest incurred related to agricultural land

preservation installment was $1,076,889 and $3,192,317.
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c¢. GENERAL OBLIGATION BONDS

PRIMARY GOVERNMENT

All general obligation bonds are valid and legally binding general obligations of the County, and constitute an
irrevocable pledge of its full faith and credit and unlimited taxing power. Governmental bonds are payable from
ad valorem taxes, unlimited as to rate or amount on all real tangible, personal, and certain intangible property
subject to taxation at full rates for local purposes in the County. Those portions of the Public Improvement
Bonds of 2001, 2002, 2003, 2004, 2005, 2007, 2009, and 2010 allocated to school projects are payable in the
first instance from recordation and transfer tax revenues and impact fees. Business-type (Water and Sewer)
bonds are payable from investment income of the Water and Sewer Funds, area connection charges, benefit and
surcharge assessments, and recordation taxes. As of June 30, 2010, general obligation bonds payable are
comprised of the following individual issues:

Originally Outstanding at
Governmental activities: Issued June 30, 2010
Water Quality Loan of 1999 - 2.52% - due serially to 2018......................os 3 4,585,000 $ 1,945,152
Public Improvement Bond of 2001 - 4.25% - 4.65% - due serially to 2021..... 31,325,000 1,650,000
Public Improvement Bond of 2002 - 3.5% - 4.875% - due serially to 2022..... 28,350,000 3,240,000
Refunding Bond of 2003 - 3.0% - 5.0% - due serially to 2012.................... 12,007,969 4,331,959
Public Improvement Bond of 2004 - 2.0% - 4.375% - due serially to 2024., ... 23,870,000 13,785,000
Public Improvement Bond of 2005 - 3.0% - 5.0% - due serially to 2024. .. .... 35,905,000 28,794,261
Public Improvement Bond of 2007- 4.0% - 5.0% - due serially to 2027............ 95,900,000 89,900,000
Refunding Bond of 2009 - 3.0% - 4.0% - due serially to 2020.................... 21,738,036 18,998,826
Public Improvement Bond of 2009- 4.0% - 5.0% - 2.25% due serially to 2029.. 96,100,000 96,100,000
Refunding Bond of 2010 - 2.5% - 5.0% - due serially to 2021 25,161,828 25,161,828
Public Improvement Bond of 2010-Series A « 2.5% - 5.0% - due serially to 2020 67.486,50% 67,486,509
Public Improvement Bond of 2010-Series B - 4.7% - 5.5% - due serially to 2030 76,069,620 76,065,620
Total Bonds Outstanding 518,498,962 427,763,155
Deferred Loss on Refunding (2,927,194) (2,557419)
Total A3 515,571,768 $ 425,205,736
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The annual requirements to amortize general obligation bond debt outstanding as of June 30, 2010, are as

follows:

Year Ending June 30, Principal Interest Total Requirement
2011 b} 19,251,552 % 15,971,903 % 35,223,455
2012 25,229,498 18,926,880 44,156,378
2013 25,595,792 17,880,189 43,475.981
2014 24,981,548 16,741,991 41,723,539
2015 24,875,458 15,567,684 40,443,142

2016-2020 121,243,041 60,130,724 181,373,765
2021-2025 102,558,445 33,347,166 135,905,611
2026-2030 75,814,600 11,508,418 87,323,018
2031 8,213,221 225,864 8,439,085
Deferred Loss (2,557,419) - (2,557,419)
3 425,205,736 § 190,300,819 3 615,506,555

For the year ended June 30, 2010, total principal and interest incurred related to general obligation bonds was

$16,314,677 and $11,562,938.

Business Type Activities:

State of MD Water Quality Loan dated November 1990, 4.894% - due serially to 2011
State of MD Water Quality Loan dated November 1991, 4.458% - due serially to 2013
State of MD Water Quality Loan dated February 1999, 2.39% - due senally to 2019
State of MD Water Quality Loan dated September 1999, 2.52% - due serially to 2018

USDA Rural Development Bond of 2001, 4.5% - due serially to 2031

Public Improvement Bond of 2002 - 3.5% - 5.0% - due serially to 2022
Refunding Bond of 2003 - 3% - 5.0% - due serially to 2012

Public Improvement Bond of 2004-2.0% - 4.375% - due serially to 2024

USDA Rural Development Bond of 2004, 4.375% - due serially to 2034

Public Improvement Bond of 2005 - 3% - 5.0% - due serially to 2024

Public Improvement Bond of 2007 - 4.0% - 5.0% - due senally to 2027

USDA Rural Development Bond of 2008 4.5% - due serially to 2038
Refunding Bond of 2009 3.0% - 4.0% - due serially to 2020

Public Improvement Bond of 2009 - 2.25% - 5.0% - due serially to 2029
Refunding Bond of 2010 - 2.5% - 5.0% - due serially to 2021

Public Improvement bond of 2010-Series A - 2.5% - 5.0% - due serially to 2020
Public Improvement bond of 2010-Series B - 4.7% - 5.5% - due serially to 2030

Total Bonds Outstanding

Deferred Gain on Refunding
Deferred Loss on Refunding
Total
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$

$

Originally Outstanding at
Issued June 30, 2010
3,722,000 $ 282,175

13,586,473 2,962,325
1,200,000 635,002

11,585,000 4,914,848
1,080,000 890,887

28,940,000 3,415,000

17,472,031 5,308,041
4,060,000 2,800,000

210,000 186,686
6,510,000 5,220,739
24,695,000 23,445,000
345,500 337,022
4,251,964 3,716,174
23,900,000 23,900,000
608,172 608,172
23,513,491 23,513,491
26,505,380 26,505,380
192,185,011 128,640,942
60,652 57,756
(1,677,062) (456,549)

190,568,601 § 128,242,149
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The annual requirements to amortize business-type activities bonded debt outstanding as of June 30, 2010, are
as follows:

Total
Year Ending June 30, Principal Interest Requirement

2011 $ 10,346,027 § 4,698,239 § 15,044,266

2012 9,036,097 5,400,599 14,436,696

2013 8,692,231 5,044,556 13,736,787

2014 6,119,097 4,696,759 10,815,856

2015 6,973,741 4,407,143 11,380,884
2016-2020 32,661,383 17,380,544 50,041,927
2021-2025 29,419,770 9,925,395 39,345,165
2026-2030 22,271,894 3,658,807 25,930,701
2031-2035 3,052,896 110,018 3,162,914
2036-2039 67,806 5,861 73,667

Deferred Loss on Refunding (398,793) - (398,793)

$ 128,242,149 § 55,327,921 § 183,570,070

For the year ended June 30, 2010, total principal and interest incurred related to business-type activitics was
$10,031,325 and $3,342,871.

d. CAPITAL LEASE OBLIGATIONS

PRIMARY GOVERNMENT

Governmental activities: The balance at June 30, 2010 consists of three capital leases:

Waste to Energy Lease $ 1,692,250
2007 Capital Lease Purchase 7,424,166
2009 Capital Lease Purchase 5,685,344

$ 14,801,760

66




HARYFORD COUNTY, MARYLAND
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2010

NOTE 4 - DETAILED NOTE ON ALL FUND TYPES— CONTINUED

The annual debt service requirements to maturity for the capital lease obligations are as follows:

Fiscal Year Ending June 30,

2011 h 6,187,080

2012 6,150,680

2013 1,968,118

2014 1,545,069

Total minimum lease payments 15,850,947
Less: deferred interest (1,049,187)

Present value minimum lease payments $ 14,801,760

For the year ended June 30, 2010, total principal and interest incurred related to capital leases was $5,524,142
and $744,215.

The assets acquired through capital leases, by major classes, are as follows:

Capital Lease Assets

Vehicles b3 12,516,007
Equipment 10,789,413
Harford Waste-to-Energy Facility

Land b 288,793

Buildings 3,594 428

Equipment 18,093,619

Vehicles 593,910
Total Waste-to-Energy Assets 22,570,750
Total Capital Lease Assets by 45,876,170

Business-Type Activities: The balance at June 30, 2010 of $134,150 consists of a lease purchase agreement
entered into with M&T bank in April 2007,

Fiscal Year Ending June 30,

2011 $ 70,261

2012 70,261
Total minimum lease payments 140,522
Less: deferred interest (6,372)
Present value minimum lease payments $ 134,150
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For the year ended June 30, 2010, total principal and interest incurred related to capital leases was $63,414 and
$6,332.

The assets acquired through capital lease, by major classes, are as follows:

Capital Lease Assets
Vehicles b 135,500
Equipment 182,013
Total Capital Lease Assets $ 317,513
COMPONENT UNITS

Board of Education: The Board has entered into lease agreements as lessee to construct the administration
building in the amount of $11,400,223, which was completed in January 2007. The lease agreement is for a
period of twenty-five years. The asset acquired and capitalized under the capital lease is a building, valued at
$10,852,395. The future minimum lease obligations and the net present value of these minimum lease payments
as of June 30, 2010, were as follows:

Fiscal Year Ending June 30,

2011 3 823,822

2012 823,822

2013 823,822

2014 823,822

2015-2019 4,119,110

2020-2024 4,119,110

2025-2029 4,119,110

2030 823,822

Total minimum lease payments 16,476,440
Less: Amount representing interest (6,191,798)

Present Value of Minimum Lease Payments b 10,284,642
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e. NOTES PAYABLE

PRIMARY GOVERNMENT
Government activities:
Principal Balance Interest Paid Annual Rate/ Payment Date
June 30, 2010 In Fiscal Year 2010  Payment Frequency Began Matures
Paca Ltd., Inc. $ 1,300,000 $ 74,750 5.75%/Annually 09/2008  09/2018
Preston 1,186,000 - 3.50% Annually 10/2009  10/2013
Stuart Terrace 16,561 - 0.00%/Annually 07/2009  07/2033
Vest - 17,500 5.00%/Annually 05/2008  05/2010
Washington Court 1,620,000 104,505 5.78%/Semi 02/2002  08/2015
WTE Retrofit 5,460,000 349,650 4.79%/Semi 03/2005  03/2014
8 9,582,561 § 546,405

The annual debt service requirements to maturity for the notes payable are as follows:

Total
Year Ending June 30, Principal Interest Requirement

2011 s 1,595,438 § 493996 § 2,089,434
2012 1,965,701 410,775 2,376,476
2013 2,035,701 313,085 2,348,786
2014 1,991,701 211,391 2,203,092
2015 235,701 109,812 345,513
2016-2020 1,748,505 312,907 2,061,412
2021-2025 3,505 - 3,505
2026-2030 3,505 - 3,505
2031-2034 2,804 - 2,804
$ 9,582,561 § 1,851,966 $ 11,434,527

For the year ended June 30, 2010, total principal and interest incurred related to notes payable was
$1,785,438 and $546,405.

Business Type Activities: In October 2002, the County entered into a loan agreement with the State
Department of Business and Economic Development pursuant to the provisions of the Maryland Economic
Development Assistance Authority and Fund. The proceeds were used to finance a portion of the Edgewood-
Joppa Enterprise Zone project to extend the public sewer.

Principal Interest Paid ~ Annual Rate/
Balance This Fiscal Payment Payment Date
June 30, 2010 Year Frequency Begin Matures
DBED Loeans:
Strescon Edgewood-Joppa A 36,089 5 1,483 3.00%/Qtrly 10/2003  04/2011
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The annual debt service requirements to maturity for the notes payable are as follows:

Total
Year Ending June 30, Principal Interest Requirement
2011 $ 36,089 § 695 § 36,784

For the year ended June 30, 2010, total principal and interest, including accrued interest, incurred related to the
notes payable was $35,317 and $1,483.

f. LANDFILL CLOSURE LIABILITY

PRIMARY GOVERNMENT

Subtitle D of the Resource Conservation and Recovery Act of 1976, as amended, provides Federal guidelines
and standards for municipal solid waste landfill closure and post-closure care. The State of Maryland’s laws for
solid waste management parallel Federal law. The permit for the Harford Waste Disposal Center is issued by
the State and is subject to renewal every five years. Federal and State laws and regulations require the County to
place a final cover on the Harford Waste Disposal Center when it stops accepting waste and to perform certain
maintenance and monitoring functions at the site for a thirty-year period after closure. Although closure and
post-closure care costs will be paid only near or after the date that the landfill stops accepting waste, GASB
Statement No. 18 requires the County to measure and recognize a portion of these closure and post-closure care
costs each peried based on landfill capacity vsed as of each balance sheet date.

As of June 30, 2010, the following changes occurred in Landfill Closure Liability recorded in Non-current
Liabilities in the Statement of Net Assets:

Current Year
Beginning Additions Ending
Balance (Deductions) Balance
Cumulative Liability for Open Landfills $ 15,301,157 § 199629 § 15,500,786
Estimated Liability for Closed Landfills 16,228,637 (206,825) 16,021,812
$ 31,529,794 $ (7,196) $ 31,522,598

The Cumulative Liability for the Open Landfill represents the cost, based on use of 97.7 percent of the estimated
capacity. The County will recognize the remaining estimated cost of the Harford Waste Disposal Center closure
and post-closure of $363,058 as the remaining estimated capacity is used. As of June 30, 2010, it is estimated
that the landfill has approximately 16 months before permitted space is filled.

The Estimated Liability for Closed Landfills represents the cost for final closure and post-closure care of
Harford County municipal solid waste landfills that are no longer accepting solid waste.
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Unreserved Fund Balance has been designated to cover the Cumulative Liability for Open Landfills, in the
amount of $15,500,786, (see NOTE 4 — DETAILED NOTES ON ALL FUNDS, G. Fund Balance, b.
Governmental Activities with Unreserved Fund Balances Designated for Other Purposes).

The total estimated future cost of landfill closure is calculated in current dollars. Annual reevaluation of the
estimated total cost of closure and post-closure care will be made to adjust for the effects of inflation or
deflation, changes in the closure or post-closure plan, and changes in Federal, State and local regulatory
requirements.

Harford County, Maryland; Baltimore County, Maryland and Northeast Maryland Waste Disposal Authority
entered into an agreement January 16, 2008, entitied “Municipal Solid Waste Disposal Agreement”. Baltimore
County agrees to accept municipal solid waste from Harford County under the terms of this agreement. Once
the expansion of the Harford County Waste Disposal Center has been permitted, Baltimore County will deliver
to Harford County in an amount equal to 130% of the waste received from Harford County. As of June 30,
2010, Harford County had delivered 108,088 tons of municipal solid waste to Baltimore County. The cost
estimate to dispose of this waste is $10,791,526.

The County was issued a Refuse Disposal Permit (2000-WMY-0570) on October 5, 2007, which provides for
construction and operation new landfill cells at the Harford Waste Disposal Center. The first of the new landfill
cells is expected to be operational in September 2011. The additional design capacity of the initial area of
expanded landfill is approximately 675,000 cubic yards of municipal solid waste and is anticipated to have a
service life of approximately four years. The total remaining service life of the permitted landfill is estimated to
be 20 or more years, depending upon future waste management practices.

g. ADVANCED REFUNDING OF DEBT

This fiscal year, on June 16, 2010, Harford County issued $25,770,000 of Maryland Consolidated Public
Improvement Refunding Bonds, Series 2010 with an effective interest rate of 2.24 percent, to provide resources
to refund certain maturities of the 2001 and 2002 bonds. These resources were placed in an irrevocable trust to
provide for all future debt service payments of $27,525,000 of general obligation bonds. Of this amount,
$26,875,000 had been recorded in the governmental activities column and $650,000 in the business-type
activities column. At June 30, 2010 the refunded bonds are considered defesed and have been removed from the
statement of net assets. The reaquisition price exceeded the net carrying amount of the old debt by a net of
$1,877,225. Of this amount, a loss of $1,913,467 has been recorded in the governmental activities and a gain of
$36,242 in the business-type activities. This amount is being netted against the new debt and amortized on a
straight-line basis over the remaining life of the new debt. This advanced refunding was undertaken to reduce
total debt service payments over the next 11 years by $2,956,755 and resulted in an economic gain of
$4,278,555.
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G. FUND BALANCE
a. GOVERNMENTAL ACTIVITIES WITH RESERVATION OF FUND BALANCE
Reservations of fund balance segregate a portion of the balance to indicate that these resources are for a specific

purpose and are not available for appropriation for other purposes. As of June 30, 2010, fund balances were
reserved as follows:

General Highways Grant
Encumbrances $ 1,424,165 §$ 1,731,599 §$ 5,175,046
Dedicated Revenues 20,826,362 - -
Inventory - 2,019,073 -
Loan Receivable 578,873 - -
b 22,829,400 3 3,750,672 3§ 5,175,046

Non-Major Parks

Capital Projects and Recreation Total
Encumbrances $ 31,725,152 § 8,861 $ 40,064,323
Dedicated Revenues 1,283,274 - 22,109,636
Inventory - 2,019,073
Loan Receivable - - 578,873
b 33,008,426 % 8,861 § 64,772,405

b. GOVERNMENTAL ACTIVITIES WITH UNRESERVED FUND BALANCES

DESIGNATED FOR OTHER PURPOSES

As of June 30, 2010, Unreserved Fund Balances designated for other purposes are as follows:

Designated for Landfill Closure Costs

Waste to Energy Plant Closure

Designated for Future Principal
Payments on Development Rights

$

Agricultural
Land
General Preservation Total
15,500,786 $ -3 15,500,786
63,350 - 63,350
- 42,038,898 42,038,898
15,564,136 $ 42,038,898 § 57,603,034
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A, SELF-INSURANCE
PRIMARY GOVERNMENT

The County carries commercial property insurance coverage with a $2,500 deductible on real and personal
property, and a $25,000 deductible for physical damage to County-owned vehicles.

The County is self-insured for Workers” Compensation, General and Automobile liability losses. The self-
insurance program is administered by a risk manager as established by the Harford County Code. The County
carries excess coverage for these exposures, with $350,000 retention for General and Automobile liability claims
and $500,000 retention for Workers’ Compensation claims. The County is also required to maintain reserve
funds of $750,000 for Workers’ Compensation claims in accordance with Article 101, Section 16 of the Code of
Public General Laws of Maryland.

The pending claims liability of $5,097,869 reported in the fund at June 30, 2010, is comprised of estimates of
outstanding losses (including allocated loss adjustment expenses, ALAE, which are the direct expenses to settle
specific claims) and losses projected to be paid as of June 30, 2010, and June 30, 2011. The estimated
outstanding losses are the cost of unpaid claims, including case reserves, the development of known claims and
claims incurred but not reported, IBNR claims. The amounts are limited to the self-insured retention. No
estimate was made for unpaid unallocated loss adjustment expenses, which are typically 5 percent. The losses
projected to be paid are the claim disbursements, regardless of accident or report date. Historical experience
and actuarial assumptions were the basis used in estimating the liabilities for unpaid claims.

There have been no significant reductions in insurance coverage from the prior year. Settlements have not
exceeded insurance coverage in any of the past three fiscal years.

The changes in the fund’s claims liability are as follows:

Fiscal Beginning Changes in
Year of Year Estimates Payments End of Year

2009 $ 4,990,720 § 1,829,193 $ (1,456,614) § 5,363,299
2010 $ 5363,299 § 1,157,253 $ (1,422,683) $ 5,097,869

COMPONENT UNITS

Board of Education: The Board is exposed to various risks of loss related to torts; theft of, damage to and
destruction of assets; errors and omissions; injuries to employees; and natural disasters. The Board is a member
of the Maryland Association of Boards of Education Group Liability Insurance Pool and the Workmen’s
Compensation Self-Insurance Fund. These pools are self-insurance funds for the various member Maryland
Boards of Education. The pools were organized for the purpose of minimizing the cost of insurance and related
administrative expenses. Coverage is provided up to specified limits and the Harford County Board of Education
pays an annual premium for the coverage provided by these pools. In addition to general liability insurance, the
Group Liability Insurance Pool also provides coverage for property liability and automobile liability. Third-party
carriers provide coverage above these limits. Settled claims resulting from these risks have not exceeded
commercial insurance coverage in any of the past three fiscal years.
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Harford Community College: The College is exposed to various risks of loss related to torts; theft of, damage
to and destruction of assets; errors and omissions; injuries to employees; and natural disasters. The College
purchases commercial insurance to protect its interests.

Harford County Library: The Library is exposed to various risks of loss related to torts; theft of, damage to
and destruction of assets; errors and omissions; injuries to employees; and natural disasters. As a component unit
of Harford County, Maryland, insurance for such losses is purchased from Harford County each year via a
reduction in annual appropriations. Harford County purchases commercial insurance to cover the Library’s
buildings. Other claims are covered by Harford County’s Self Insurance fund. As a condition to this
participation, the Library must provide a physical inventory of all building contents, which the risk management
department of the County appraises for insurance purposes. In addition, Harford County performs an inspection
of all Library buildings annually. There have been no significant reductions in insurance coverage from the prior
year. In addition, the amount of seftlements has not exceeded insurance coverage for each of the past three fiscal
years.

B. COMMITMENT AND CONTINGENCIES
PRIMARY GOVERNMENT

The County is involved in numerous lawsuits that normally occur in governmental operations, including claims
for personal injury and personnel practices and disputes over contractual obligations and condemnation
proceedings. The County has provided allowances for estimated probable losses on outstanding claims and
incurred but not reported claims. The County is actively defending its position in each of these cases. In the
opinion of the County officials and solicitors, resolution of these matters will not have a material adverse effect
on the financial statements.

The County and Component Units receive significant financial assistance from the U.S. Government and the
State of Maryland in the form of grants. Entitlement to grant resources is generally conditioned upon compliance
with terms and conditions of the grant agreements and applicable Federal and State regulations, including the
expenditure of the resources for eligible purposes. Substantially all grants are subject to financial and
compliance audits in accordance with grantor requirements. Any disallowance as a result of these audits
becomes a liability of the County. As of June 30, 2010, the County estimates that no material liabilities will
result from such audits.

The County had $240,875,922 authorized but unobligated capital project approriations at June 30, 2010 in the

governmental capital fund and $148,751,405 in the water & sewer, business-type capital fund. Further detail is
provided as suplimentary information, Exhibit C-1 and D-1.
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COMPONENT UNITS

Board of Education: The Board has been named as defendant in several lawsuits, the outcome of which is
uncertain. It is anticipated by the Board that an adverse decision on any or all of these suits would not have a
material adverse effect on their financial statements.

C. ARBITRAGE REBATE REQUIREMENTS
PRIMARY GOVERNMENT

Arbitrage rebate requirements under Internal Revenue Code Section 1.148-3 apply to the County’s investment of
the proceeds of the Consolidated Public Improvement Bonds of 2002, 2004, 2005, 2007 2009 and 2010. The
law requires the computation and payment of arbitrage profits on unspent proceeds of a bond issue if the current
investment of these funds yields a higher rate of return than the original bond issue. The filing of this
computation and payment to the Internal Revenue Service is required at the end of the fifth year of the bond
issuance date and every 5 years subsequently; however, computations and filings can be made for annual
periods. There is no rebatable arbitrage to report at June 30, 2010.

D. CONDUIT DEBT

PRIMARY GOVERNMENT

From time to time, the County has issued Maryland Industrial Development Revenue Bonds, Maryland
Economic Development Revenue Bonds, and Maryland Mortgage Revenue Bonds to provide financial
assistance to private-sector entities for the acquisition and construction of industrial and commercial facilities
and provision of housing deemed to be in the public interest. The bonds are secured by the property financed and
are payable solely from payments received on the underlying mortgage loans. Upon repayment of the bonds,
ownership of the acquired facilities transfers to the private-sector entity served by the bond issuance. Neither
the County, the State, nor any political subdivision thereof is obligated in any manner for repayment of the
bonds. Accordingly, the bonds are not reported as liabilities in the accompanying financial statements.

As of June 30, 2010, there were 14 series of Industrial Development, Economic Development, or Mortgage
Revenue Bonds outstanding. The aggregate principal amount outstanding, for the eleven bonds issued after July
1, 1996, is $96.1 million as of June 30, 2010. The aggregate principal amount payable for the three series issued
prior to July 1, 1996, could not be determined; however, their original issue amounts totaled $9.7 million.
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E. RETIREMENT PLANS
a. RETIREMENT INCENTIVE - HARFORD COUNTY GOVERNMENT

As a cost saving initiative the County offered a one-time retirement incentive on January 22, 2010 to all
employees eligible to retire and would commit to retire before before March 12, 2010, with a retirement date no
later than June 30, 2010. Each retirement would mean a reduction in salary costs either by reducing staff or
replacing a current employee with a lower paid employee.

Ordinarily any employee who retires is entitled to cash compensation for an amount equivalent to 50 percent of
the employee’s sick leave in addition to the amount equal to the employee’s accrued annual leave (maximum of
59 days), accrued compensatory leave and accrued personal leave. The County’s incentive was to provide 100
percent of the employee’s sick leave rather then the 50 percent normally paid out. Leave payouts are calculated
using the employee’s current hourly rate times all of the hours accrued. Of the entire County employment base,
53 employees took this incentive and the entire leave payout was paid upon termination. The cost of the
additional 50 percent sick leave amounted to $2,518,791 which is included in the grand total retiree leave payout
of $5,587,243.

b. PENSION PLANS - TEACHERS AND CLASSIFIED EMPLOYEES

Plan Description: The employees of the reporting entity, other than certain correctional employees, who are
covered by the Sheriff’s Office Pension System, are covered by either the Employees’/Teachers’ Retirement
System, the Employees’/Teachers’ Pension System, or the Law Enforcement Officers’ Pension System. These
plans are administered by the State Retirement and Pension System of Maryland (the System). The State of
Maryland is the primary sponsor of this multi-employer, defined benefit system which provides pension benefits
and death and disability benefits to plan members and their beneficiaries. The State Personnel and Pensions
Article of the Annotated Code of Maryland specify all plan benefits to plan members. The System issues a
publicly available financial report that includes financial statements and required supplementary information.
That report may be obtained by writing to the Office of Legislative Audits, State Office Building, 301 West
Preston Street, Baltimore, Maryland, 21201, or by calling 410-946-5900.

Funding Policies: Plan Members of the Employees’ Retirement System contribute up to 7 percent of their
covered salary each fiscal year. Effective July 1, 2006, the Governor signed House Bill 1737, State Employees’
and Teachers’ Pension Enhancement Benefit Act of 2006. Members of the Employees’ Pension System
contributed 5 percent of their covered salary each fiscal year. Members of the Law Enforcement Officers’
Pension System contribute 4 percent of their covered salary each fiscal year. The County and its component
units are required to coniribute at an actuarially determined rate.

The contribution requirements of plan members of the reporting entity are established and may be amended by
the System Board of Trustees.
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The contributions for the fiscal year ending June 30th to the System, exclusive of contributions made directly by
the State of Maryland, were equal to the actuarially determined amount, as follows:

2010 2009 2008

Primary Government $ 10,608,427 § 10,369,947 § 11,409,372
Component Units:
Board of Education 3,469,631 2,985,775 3,183,434
Harford Community College 56,352 46,888 49,7380
Harford County Library 134,806 123,580 129,063

c. PENSION PLAN - VOLUNTEER FIREMEN

The County instituted and began administering a single employer defined benefit length of service award
program, or LOSAP, for volunteer firemen and ambulance personnel on January 31, 1975, The plan issues a
publicly available financial report that includes financial statements and required supplementary information.
The report may be obtained by writing to Harford County Government, Treasurer’s Office, 220 South Main
Street, Bel Air, Maryland 21014, or by calling 410-638-3316.

Plan Description: This LOSAP, Length of Service Award Program is different from traditional qualified
retirement plans. There is a special section in the Internal Revenue Code covering these plans: section
457(e)(11). The County’s plan meets the requirements of this section, which means the payments to the fire
fighters are not treated as “wages”; and, because the County is an “eligible employer”, as defined by IRS, the
plan is tax exempt,

Based on County statutes, the firemen and ambulance personnel are eligible to participate upon accumulating
“50 (fifty) points”, which are determined in accordance with a specific point system. Benefits vest upon 25
years of service credit. The plan generally provides $5,000 burial benefits and certain benefits for disability.
Regular benefits are calculated at $12 per month for each of the first 25 years of service plus $6 per month for
each year in excess of 25. The maximum benefit is $450 per month. Normal form of benefit is a life annuity for
the volunteer with a 50 percent survivor benefit for the spouse of the volunteer.

The membership data related to the plan at June 30, was as follows:

Retirees and beneficiaries currently receiving benefits 367
Terminated plan members entitled to, but not yet

receiving benefits 326
Active plan members 1,229
Total 1,922

Basis of Accounting: The Firemen’s LOSAP plan uses the accrual basis of accounting. The County contributions
are revenues in the period in which volunteer services are performed. Benefits are recognized when due and
payable in accordance with the terms of the plan.
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Method used to Value Investments: Investments are reported at market value. Short-term investments are
reported at cost, which approximates fair value. Securities traded on a national or international exchange are
valued at the last reported sales price at current exchange rates. The County has hired an investment firm to
manage the investments of the volunteer firemen’s LOSAP plan.

Contributions and Funding Policy: Under provisions of County statutes, the County must provide annual
contributions sufficient to satisfy the actuarially determined contribution requirements. Periodic County
contributions to the pension plan are determined by an actuarially determined rate. Since there are no “salaries,”
the rate cannot be expressed as a percentage of covered payrolls. There are no participant financed benefits in
this plan. Administrative costs are financed through investment earnings.

Annual Pension Cost (APC) and Net Pension Obligation (NFPO) to The County for this LOSAP are as follows:

Annual Required Contribution $ 1,700,477
Contributions made (1,700,477)
Net Pension Obligation,

Beginning and end of the year $ -

Actuarial Information: The annual required contribution for the current year was determined as part of the
September 30, 2009, actuarial valuation using the entry age level dollar funding method, with a 15 year closed
period amortization of the unfunded liability. Under this method a normal cost is calculated which would, if
contributed annually, fund each volunteer’s benefits during his or her career at a level dollar amount. The
unfunded actuarial lability is calculated at each valuation date as the present value of all plan benefits, less
current assets. The actuarial assumptions included a 6 percent investment rate of return compounded annually.
The Firemen are voluntary and therefore would not have a projected salary increase. The assumptions did not
include post retirement benefit increases since none are provided. The actuarial value of assets was determined
using market value as of June 30, 2009, plus adjustments to September 30, 2009.

Three years of trend information is as follows:

Fiscal Year Annual Pension % of APC Net Pension
Ending Cost (APC) Contributed Obligation
7/01/2007 8 1,387,771 100% NONE
7/01/2008 2,387,771 100% NONE
7/01/2009 1,700,477 100% NONE
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Funded Status and Funding P.;ogress.' The following is the funded status information for the plan as of
September 30, 2009, the most recent actuarial valuation date and the two preceding years.

UAAL asa
Actuarial Percentage of
Actuarial Actarial Accrued Percentage Unfunded Covered Payroll
Vaulation Value of Liability (AAL) Funded AAT (UAAL) Covered ((2-1)/5)
Date Assets Entry Age (1)/(2) (2)-(1) Payroli

9/30/2007 $ 13,307,771 § 24,290,687 548% $ 10,982,916 N/A N/A
9/30/2008 14,114,730 24,678,279 57.2% 10,563,549 N/A N/A
9/30/2009 13,504,346 26,534,379 50.9% 13,030,033 N/A N/A

The schedules of funding progress, presented as required supplementary information (RSI) following the notes
to the financial statements, present multiyear trend information about whether the actuarial values of plan assets
are increasing or decreasing over time relative to the AALs for benefits.

d. PENSION PLAN - SHERIFF’S OFFICE PENSION SYSTEM

The County instituted and began administering a single employer defined benefit pension plan, the Sheriff’s
Office Pension System (the SOPS) effective July 1, 1997, for certain law enforcement and correctional
employees of the Office of the Sheriff of Harford County. The SOPS issues a publicly available financial report
that includes financial statements and required supplementary information. The report may be obtained by
writing to Harford County Government, Treasurer’s Office, 220 South Main Street, Bel Air, Maryland 21014,
or by calling 410-638-3316.

The Internal Revenue Service issued a determination letter on September 20, 2002, which stated that the Plan
and its underlying trust qualify under the applicable provision of the Internal Revenue Code, and therefore are
exempt from Federal income taxes. In the opinion of the Plan Administrator, the Plan and its underlying trust
have operated within the terms of the Plan and remain qualified under the applicable provisions of the Internal
Revenue Code.

Plan Description:  Harford County Bill No. 97-20 assigns the authority to establish and amend the benefit
provisions of the plan to the government by county ordinance. The SOPS provides retirement, disability and
death benefits to plan members and their beneficiaries. Effective July 1, 2005, per Bill 05-22, the cost of living
increase of the CPI-U is limited to 3 percent applied each July I for all participants in pay status for the requisite
12 months.

The membership data related to the SOPS at June 30 was as follows:
Plan Participants

Retirees and beneficiaries currently receiving benefits 61

Terminated plan members entitled to, but not yet receiving benefits 8

Terminated non-vested participants who had not yet received their

employee contributions , 1

Active Plan members 120
Total 190
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Basis of Accounting: The SOPS uses the accrval basis of accounting. Plan member contributions are
recognized in the period in which the contributions are due. Employer contributions are recognized when due
and the employer has made a formal commitment to provide the coniributions. Benefits and refunds are
recognized when due and payable in accordance with the terms of the plan.

Method used to Value Investments: Investments are reported at fair market value. Short-term investments are
reported at cost, which approximates fair value. Securities traded on a national exchange are valued at the last
reported sales price at current exchange rates. The County has hired an investment firm to manage the
investments of the Sheriff’s Office Pension System.

Contributions and Funding Policy: Plan members are required to contribute 7 percent of their annual covered
salary. The County is required to contribute at an actuarially determined rate, currently 28.6 percent of covered
payroll. Per Bill 97-20, contribution requirements of the plan members and the County are established and may
be amended by County legislature. Administrative costs of the SOPS are to be paid by the trust unless the
County decides to do so.

Annual Pension Cost (APC) and Net Pension Obligation (NPO) to the County for the SOPS are as follows:

Annual Required Contribution $ 2,019,123
Contributions made (2,019,123)
Net Pension Obligation, Beginning

and end of the year $ -

Actuarial Information: The annual required contribution for the current year was determined as part of the July
1, 2009, actuarial valuation using the projected unit cost method. Under this method, the actuarial liability
represents the present value of projected benefits prorated for service to date for current participants. The
normal cost represents the present value of projected benefits allocated to the current year for active participants
who have not attained normal retirement age. Any actuarial gains and losses resulting from actual plan
experiences either more or less favorable than anticipated on the basis of the actuarial assumptions and asset
-valuation method will result in direct adjustments of the unfunded actuarial accrued liability. These adjustments
will be amortized over a rolling 15-year period.

Generally, contributions toward the funding of the plan are derived as the sum of the normal cost and a payment
toward the amortization of the unfunded actuarial liability. The original unfunded accrued liability will be
amortized over the next 12 years, closed; various adjustments are being amortized over 12 to 27 years, closed.
Payments toward the unfunded liability increase by 3 percent per year. The actuarial assumptions included (a) a
7.50 percent investment rate of return compounded annually and (b) salary increases of 9.50 percent for each of
the first four years of service, 6.50 percent for the fifth year, 5.50 percent for each of the next five years, 5.00
percent for each of the next 15 years, and 3.50 percent annually thereafter.
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Three years of trend information is as follows:

Fiscal Year Annual Pension % of APC Net Pension

Ending Cost (APC) Contributed Obligation
6/30/2008 3 2,388,571 100% NONE
6/30/2009 2,745,971 100% NONE
6/30/2010 2,019,123 100% NONE

Funded Status and Funding Progress: The following is the funded status information for the plan as of
7/1/2010 and two years preceding:

Actuarial

Accrued UAALasa
Actuarial Actuarial Liability (AAL) Percentage Unfunded Percentage of
Valuation Value of Projected Unit Funded AAL (UAAL) Covered Covered Payroll

Date Assets Cost (1}(2) (2)-(1) Payroll {7-1V5)

7172007  § 26,445,775 § 40,988,678 64.5% § 14,542,903 6,222,088 233.7%
7/1/2008 29,402,030 43,903,198 67.0% 14,501,168 6,863,159 211.3%
7/1/2009 31,366,930 45,900,102 68.3% 14,533,172 6,636,738 219.0%

The schedules of funding progress, presented as required supplementary information (RSI) following the notes
to the financial statements, present muitiyear trend information about whether the actuarial values of plan assets
are increasing or decreasing over time relative to the AALSs for benefits.

e. PENSION PLANS - COMPONENT UNITS

Harford Center, Inc.: The Center participates in a tax-deferred annuity plan qualified under Section 401(k) of
the Internal Revenue Code. The Plan covers all full-time employees of the Center. Employees may make
contributions to the Plan up to a maximum amount allowed by the Internal Revenue Code. Plan expenses were
$10,000 for the year ended June 30, 2010.

F. OTHER POST EMPLOYMENT BENEFIT PLANS
PRIMARY GOVERNMENT

Beginning in fiscal year 2008 the County administers a single employer defined benefit post-employement
health care plan, titled Other Post Employment Benefit (OPEB) Plan (the Plan). The County established a trust
to act solely as a funding mechanism for the employers cost of benefits provided by the OPEB Plan. This trust
fund is included solely in these financial statements and does not issue a publicly available financial report, as an
Other Post Employment Benefits Trust Fund.

Plan_Description: The County’s OPEB Plan is established by the Administrative Policy on Retiree Medical
Benefits (APRMB) of Harford County, Maryland, effective July 1, 1994, as amended. The APRMB defines the
terms, including eligibility and benefits, of the retiree health and welfare benefits provided by the County.
Employees of the County who retire from active County service with a pension benefit under the Maryland State
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Retirement System or the Sheriff’s Office Pension Systern may receive a subsidy toward the purchase of group
APRMB, or any portion thereof, at any time for any reason.

Under the current APRMB, retirees may continue the same medical, dental, vision and life insurance coverage
they are entitled to receive (including family coverage) as active employees. Employees with deferred
retirements are not eligible for a subsidy. Effective July 1, 1998, the spouses of employees also receive a
subsidy toward the purchase of group health benefits. Spouses receive the same subsidy as the retiree. The
subsidy for retirees and their spouses for post-employment medical insurance is based on the employee’s years
of service with the County. From July 1, 2008 to February 28, 2009, 10 years was required to receive a subsidy.
Effective March 1, 2009, the APRMB was changed to require a minimum of 20 years to receive a subsidy. This
change does not apply to any Sheriff’s Office personnel; and is not retroactive for any employees who retired on
or before March 1, 2009. Any empoyee that does not elect to enroll in benefits at the time of the employee’s
retirement has forfeited the right to any future retiree medical benefits. The subsidy related to years of service
for all County employees effective March 1, 2009 is:

Employer Subsidy Percentage

Employees Retiring Employees Retiring
Years of Credit Prior to March 1, 2009 On or after
Service And Sheriff’s Office Employees March 1, 2009

0-9 years 0% 0%
10-14 years 75% 0%
15-19 years 80% 0%
20-24 years 85% 35%
25 years or more 90% 90%

The Sheriff’s Office employees are also eligible for 90% subsidy for in-line-of-duty retirements with a minimum
of 5 years of service. Membership in the plan consisted of the following as of the most recent actuarial
valuation, dated March 23, 2009:

Plan Participants
Retirees (Pre-Medicare) 207 *
Retirees (Medicare Age) 240 *
Active Employees 1,453
Total 1,900

* Does not include spouses

Basis of Accounting: The plan uses the accrual basis of accounting. Employer confributions are recognized
when due and the employer has made a formal commitment to provide the contributions. Benefits and refunds
are recognized when due and payable in accordance with the terms of the plan.
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Funding Policy: The County is not required by law or contractual agreement to provide funding for retiree
benefits other than the pay-as-you-go amount necessary to provide current benefits to retirees and eligible the
beneficiaries/dependents. The County may contribute to the Trust Fund those amounts that the County Council
appropriates. All contributions and all earnings and other additions, less payments, constitute the assets of Trust
Fund; which must be held for the exclusive benefit of participants covered by the APRMB. The Trust may be,
but is not required to be, the sole source of funding for the employers share of the cost of benefits to be provided
under APRMB. The County contributed the full ARC during fiscal year 2010; the retirees paid $500,156 toward
the cost of their benefits. The Trust reimbursed the County for the County’s share of retiree’s premiums of
$2,757,539. In addition the hidden subsidy, actuarially estimated at $705,000 for fiscal year 2010, transferred
from Trust to the County, leaving Trust Assets of $30,551,063.

Trust Assets at June 30, arc derived as follows:

Trust Net Asset Balance as of July 1, 2009 5 21,453,633
County Contribution 12,480,000
Interest and Dividends 79,069
Retirees Contributions 500,156
Payment for County’s Share of Premiums (2,757,539)
Payment for Retirees’ Share of Premiums (500,156)
Estimated Hidden Subsidy Transfer (705,000)
Trust Net Asset Balance as of June 30, 2010 $ 30,551,063

Method Used to Value Investments: Investments are reported at fair market value. Short-term investments are
reported at cost, which approximates fair value. Securities traded on a national exchange are valued at the last
reported sales price at current exchange rates. The County plans to hire an investment firm to manage the
investments of the Other Post Employment Benefits Trust Fund.

Annual OPEB Cost and Net OPEB Obligations: The County’s OPEB cost (expense) is calculated based on the
annual required contribution of the employer (ARC), an amount that was actuarially determined in accordance
with the paramaters of GASB 45. The ARC represents a level of funding that, if paid on an ongoing basis, is
projected to cover normal cost each year and amortize any unfunded actuarial liabilities (or funding excess) over
a period not to exceed 30 years.

The County’s annual OPEB cost, the percentage of annual OPEB cost contributed to the plan, and the net OPEB
obligation for fiscal year ended June 30, 2010 were as follows:

Annual Required Contribution 3 12,480,000

Contributions made {12,480,000)
Net OPEB Obligation,

Beginning and End of the Year $ -
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The County’s annual OPEB cost, the percentage of annual OPEB cost contributed to the plan, and the net OPEB
obligation for the fiscal year ended June 30, 2010 and the two preceding years were as follows:

% of Annual
Fiscal Year =~ Annual OPEB ~ OPEB Cost Net OPEB
Ending Cost Contributed Obligation
6/30/2008 § 14,198,000 100% NONE
6/30/2009 12,284,000 100% ' NONE
6/30/2010 12,480,000 100% NONE

Funding Status and Funding Progress: Actuarial valuations of an ongoing plan involve estimates of the value
of reported amounts and asssumptions about the probability of occurrence of events far into the future.
Examples include assumptions about future employment, mortality and the healthcare cost trend. Amounts
determined regarding the funded status of the Plan and the ARC of the County are subject to continual revision
as actual results are compared with past expectations and new estimates are made about the future. The schedule
of funding progress, shown as required supplementary information, presents the results of OPEB valuations as
of June 30, 2010. The schedule will eventually provide multi-year trend information about whether the actuarial
values of plan assets are increasing or decreasing over time relative to the actuarial accrued liabilities for
benefits.

Three years of trend information is as follows:

@

)] Actuarial @)-() ((2-1)/5)

Actuarial Accrued O Unfunded (5 UAALasa

Value of Liability Funded AAL Covered Percentage

As Of: Assets (AAL) Ratio {(UAAL) Payroll Of Covered
L2007 % - $ 126,613,000 0.0% § 126,613,000 § 84,351,442 150.1%
7/1/2008 12,032,859 127,648,000 9.4% 115,615,141 92,612,815 124.8%
7/1/2009 21,453,633 132,588,000 16.1% 111,534,367 92,626,552 1204%

Actuarial Methods and Assumptions: Projections of benefits for financial reporting purposes are based on the
substantive plan (the plan as understood by the employer and the plan members) and include the types of
benefits provided at the time of each valuation and the historical pattern of sharing of benefit costs between the
employer and plan members to that point. The actuarial methods and assumptions used inciude techniques that
are designed to reduce the effects of short-term volatility in actuarial accrued liabilities and the actuarial value of
assets, consistent with the long-term perspective of the calculations. The annual required contribution for the
current year was determined as part of the March 23, 2009 actuarial evaluation using the projected unit credit
method, it is being amortized over a period of 30 years. The actuarial assumptions include an 8 percent
investment rate of return compounded annually. The funding method is level percentage of projected payroll.
Payroll is assumed to increase at 3.5 percent per annum. This assumption is used to determine the level
percentage of payroll amortization factor.
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COMPONENT UNITS

The Board of Education (the Board) provides medical, dental and life insurance benefits to eligible employees
who retire from employment with the Harford County Public School System. The employer’s contributions are
financed on a pay-as-you-go basis, and the future payment of these benefits is contingent upon the annual
approval of the operating budget. Details of the postemployment benefits provided are as follows:

Medical Benefits — Retirees are eligible for continued membership in one of the school system’s group
medical plans provided that they have at least 10 years service with the Harford County Public Schools and are
under 65 years of age. The school system pays premiums for these plans limited to 80% or 90% based on the
health plan chosen. Supplemental coverage for retirees 65 years of age and older are also paid up to 90% of
premiums for such coverage. The medical benefits paid by the Board for the year ended June 30, 2010 was
$13,961,138. As of June 30, 2010; 1,834 of approximately 2,003 eligible participants were receiving benefits.

Dental Benefits — The Board pays 90% of dental coverage for retirees with at least 10 years service. The
dental benefits paid by the Board for the year ended June 30, 2010 was $736,272. As of June 30, 2010; 1,835 of
approximately 2,003 eligible participants were receiving benefits.

Life Insurance Benefits — the Board pays 90% of the life insurance premiums for retirees with at least 10
years of service with the amount of insurance coverage reducing from $20,000 upon retirement to $10,000 five
years after retirement. The life insurance benefits paid by the Board for the year ended June 30, 2010 was
$42,583. As of June 30, 2010; 1,761 of approximately 2,003 eligible participants were receiving benefits.

Annual OPEB Cost and Net OPEB Obligation

The Board’s annual other postemployment benefit (OPEB) cost (expense) is calculated based on the annual
required contribution of the employer (ARC), an amount actuarially determined in accordance with the
parameters of GASB Statement 45. The ARC represents a level of funding that, if paid on an ongoing basis, is
projected to cover normal cost each year and amortize any unfunded actuarial liabilities (or funding excess) over
a period not to exceed thirty years. The following table shows the components of the Board’s annual OPEB cost
for the year, the amount actually contributed to the plan, and changes in the Board’s net OPEB obligation:

Annual required contribution $ 54,208,000
Interest on net OPEB obligation 1,781,000
Amortization of net OPEB obligation (1,822,000)
Annual OPEB cost (expense) 54,167,000
Contributions made (16,468,000)
Increase in net OPEB obligation 37,699,000
Net OPEB obligation - beginning of year 44,513,815
Net OPEB obligation - end of year $ 82,212,815

The Harford Community College (the College) sponsors post-employment medical benefits under a single
employer defined benefit plan. Any full-time employee of Harford Community College is eligible to participate
in the plan. The College allows access to the plan if the retiree: a) retires or becomes disabled with an
immediate benefit from the State Retirement and Pension System of Maryland or b) meets the minimum age
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eligibility requirement to begin distribution from the Maryland Optional Retirement Plan and c) has been
actively participating within the College sponsored health plan for at least the most recent ten (10) full
consecutive years and d) has at least 10 years of employment service. Disabled participants must reach
retirement eligibility. Dependents and surviving spouses of participants are allowed access to the plan but must
also pay the full premium. A closed group of retirees receives an annual subsidy of $4,800 as part of a
retirement window benefit program. As of June 30, 2010, there were eight eligible and participating retirees
receiving an annual subsidy. As of June 30, 2010, there were 47 participants out of 301 total participants
receiving benefits.

The College funds its post-employment benefits on a pay-as-you-go basis. The 2010 fiscal year cost for the
College was $67,000.

The Coliege’s OPEB cost is calculated based on the ARC of the employer, an amount that was actuarially
determined in accordance with the paramaters of GASB 45. The ARC represents a level of funding that, if paid
on an ongoing basis, is projected to cover normal cost each year and amortize any unfunded actuarial liabilities
(or funding excess) over a period not to exceed thirty years.

At June 30, 2010, the College’s annual required contribution; contributions made and net OPEB obligation
were:

Anmual required contribution $ 67,000

Interest on net OPEB obligation -

Adjustment to annual required contribution -

Annual OPEB cost (expense) 67,000
Contributions made (35,987)
Increase in net OPEB obligation 31,013
Net OPEB obligation - beginning of year 52,221
Net OPEB obligation - end of year $ 83,234

The Harford County Library (the Library) provides a portion of medical insurance benefits, in accordance
with state statutes, to eligible employees who retire from employment with the Harford County Public Library.
The Library’s contributions are financed on a pay-as-you-go basis through the County.

Employees who retire from Harford County Public Library who are eligible to participate in the State Pension
Plan are eligible for medical insurance during retirement. Retirees who are eligible for this subsidy must elect
coverage at the time of retirement. Retirees may not elect to discontinue and re-enroll at a later date. Currently,
32 retirees who meet eligibility requirements for employer subsidized health insurance are enrolled in the retiree
medical plans.

Annual OPEB Cost and net OPEB Obligation — The Library’s annual other postemployment benefit (OPEB)
cost (expense) is calculated based on the annual required contribution (ARC) of the employer, an amount
actuarially determined in accordance with the parameters of GASB Statement 45. The ARC represents a level
of funding that, if paid on an ongoing basis, is projected to cover normal cost each year and amortize any
unfunded actuarial liabilities (or funding excess) over a period not to exceed thirty years.
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The following table shows the components of the Library’s annual OPEB cost for the year, the amount actually
contributed to the plan, and changes in the Library’s net OPEB obligation.

Annual required contribution b 1,561,000
Interest on net OPEB obligation 86,000
Adjustment to annual required contribution (82,000)
Annual OPEB cost (expense) 1,565,000
Actuarial Change in Assumptions 344,125
Contributions made (106,915)
Increase in net OPEB obligation 1,802,210
Net OPEB obligation - beginning of year 1,802,723
Net OPEB obligation - end of year $ 3,604,933

The Library has designated $841,002 at June 30, 2010 and has appropriated an additional $280,000 in its fiscal
year 2011 budget to fund the OPEB liability.

G. SUBSEQUENT EVENTS

PRIMARY GOVERNMENT

The County passed two bills authorizing future debt, the bills are:

¢ Bill No. 10-18, effective August 16, 2010, authorizing the sale of bonds for a maximum amount of
$37,500,000, proceeds to be used for the expansion, reconstruction, rehabilitation, renovation and
improvement of certain projects as described in the Annual Budget and Appropriation Ordinance.

s Bill No. 10-17, effective Angust 16, 2010, authorizing the sale of a lease, lease/ purchase or installment
purchase for a maximum amount of $10,000,000, proceeds to be used for the financing and acquisition
of certain necessary and essential computer software to be used to secure, protect, and safeguard all or a
portion of the business and financial operations of the County.
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The information provided in this section is
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